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s a financial professional, you know 

leaving your family prepared is an 
integral part of your family’s financial plan. 
One of the most important steps you can 
take to minimize the economic impact of 
your death is to purchase life insurance. But 
finding a plan that offers the coverage that 
you need at a price you can afford can be a 
daunting task. 


Affordable rates and features you want 
Coverage under the CPA Life Insurance 
Plan, issued by The Prudential Insurance 
Company of America, offers important 
benefits your family may need to take care 
of financial obligations if you were to die. 
And with competitive rates, you won't have 
to search to find insurance that works with 
your lifestyle. CPA Life offers the options 
you want at an affordable cost. 


Eligible members may request up to $2 
million in term life coverage—money your 
loved ones can use to meet everyday living 
expenses, pay off your home or send a 
child to college. What’s more, if you're 
approved for coverage and are between 
the ages 45-74, you'll automatically pay 
Select Status rates—25%-50% lower than 
standard rates. 


Optional benefits for CPAs 
You may also be interested in CPA Life’s 
optional features. These options can 





: Insurance protection that 
° — fits your changing needs 


provide you with $10,000 in Dependent 
Child Coverage; Accidential Death and 
Dismemberment coverage, which doubles 
your benefit should you die by accident, and 
Waiver of Contribution During Disability, 
which eliminates having to worry about 
paying premiums should you become 


totally disabled before the age of 60. 


Opportunity for cash refunds 

CPA. Life is, .offered). asa - benefit of 
membership in the AICPA. Every year, the 
money not used for claims or other expenses 
is paid to eligible Plan participants as a cash 
refund. These cash refunds, paid out of 
premium refunds received from Prudential 
by the Trust, can lower your costs even 
further. Although not guaranteed, cash 
refunds have been paid yearly since 1958. 


Other convenient features 
¢ Online enrollment at www.cpaicom/life 


¢ No invasive medical testing 
° Personalized, knowledgeable service 


Join over 180,000 of your fellow CPAs who 
have chosen CPA Life for their insurance 


more about the Plan or to apply online. 


Protecting your family’s future is a job 


you take very seriously. With coverage 
under the CPA Life Plan, it may just get a 
little easier. Call or click now to find out 
how we can help. 
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HIGHLIGHTS 


@ The Board of Trustees of the 
Financial Accounting Foundation 
(FAF) approved major changes to 
the oversight, structure and opera- 
tions of the FAF and its two stan- 
dard-setting boards, FASB and 
GASB. The package of changes includes 
shrinking the FASB board from seven 
members to five and giving the FASB and 
GASB chairmen the power to set the 
agendas and determine the priority of 
projects taken up by their respective 
boards. 

The changes were recommended by 
the FAF Trustees’ Special Committee on 
Governance Review, which was estab- 
lished in July 2007 to examine the struc- 
ture, effectiveness and efficiency of the 
governance processes of the FAF FASB 
and GASB. “We took this action very 
much with an eye to convergence,” Robert 
Denham, the FAF’s chairman, said during 
a press conference. 

Specifically, the FAF trustees voted to: 

m@ Expand the number and breadth of 
investors, accounting, business, 
financial and government organiza- 
tions and entities invited to nomi- 
nate FAF trustees. 

™@ Increase the governance activities of 
FAF trustees, including their level of 
formal review and oversight of data 
and materials regularly provided by 
FASB, the Financial Accounting 
Standards Advisory Council, GASB 
and the Governmental Accounting 
Standards Advisory Council. 

m Change the term of FAF trustees 
from one three-year term with a 
possible second three-year term to 
one five-year term. 

m Change the size of the FAF board 
from 16 trustees to a flexible range 
of 14 to 18 trustees, with the size to 


be fixed by board resolution from _ 


time to time. 
@ Reduce the FASB board from seven 
members to five, effective July 1, 


2008, while retaining the board's 
simple majority voting require- 
ment. 

@ Affirm the need for investor partic- 
ipation in FASB deliberations by 
broadening the bylaw requirement 
that FASB members possess invest- 
ment experience. 

@ Secure a stable and permanent 
funding source for GASB. 

m@ Retain the current size, term length 
and composition of the GASB 
board. 

m Vest the FASB and GASB chairmen 
with the authority to set their 
respective project plans, agendas 
and priorities of projects. 


@ The SEC released a proposal that 
would extend for another year the 
auditor attestation requirement for 
smaller public companies under sec- 
tion 404(b) of the Sarbanes-Oxley 
Act of 2002. Under the proposed exten- 
sion, the section 404(b) requirements 
would apply to smaller public companies 
beginning with fiscal years ending on or 
after Dec. 15, 2009. 

The Commission also announced that it 
has begun a cost/benefit study of the audi- 
tor attestation requirement for smaller pub- 
lic companies. The SEC's Office of Eco- 
nomic Analysis will lead the study with 
assistance from the Office of the Chief 
Accountant and Division of Corporation 
Finance, according to an SEC news release. 

For a “plain English” guide to help 
small businesses understand and comply 
with section 404(a) requirements, visit 
www.404.gov. 


@ The SEC Advisory Committee on 
Improvements to Financial Report- 
ing (CIFiR) issued a progress report 
to the SEC and for public feedback. The 
report includes three types of findings— 
developed proposals, conceptual approach- 
es and currently identified future consider- 





ations—in areas including complexity, stan- 
dard setting, audit process and compliance, 
and delivery of financial information. 

Developed proposals are recommen- 

dations that CIFiR believes could be 
implemented by the SEC, its staff or oth- 
er bodies, as appropriate. Conceptual 
approaches represent CIFiR’s initial views 
but require additional vetting before 
being finalized into a developed propos- 
al. Matters for future consideration are 
areas in which deliberations and research 
have not yet begun. 

Among the committee’s developed pro- 

posals are: 

@ FASB should move away from indus- 
try-specific guidance to activity- 
based guidance (for example, from 
banking as an industry to lending as 
an activity by any company) and 
strive to reduce the number of alter- 
native ways available under GAAP to 
account for the same transaction. 

m@ GAAP should be based on a pre- 
sumption that “formally promul- 
gated alternative accounting poli- 
cies should not exist.” In any new: 
projects, FASB should not provide 
additional optionality, unless, in 
rare circumstances, it can be justi- 
fied. Any new projects should 
include the elimination of existing 
alternative accounting policies in 
relevant areas as a specific objec- 
tive of those projects. 

m FASB, the SEC or the SEC staff 
should issue guidance on how to cor- 
rect an error consistent with six prin- 
ciples, outlined by CIFiR, including 
that the determination of how to cor- 
rect a material error should be based 
on the needs of current investors. 

m@ FASB should set explicit priorities 
based on consultation with an Agen- 
da Advisory Group, which would 
include representatives of the SEC 
and the PCAOB, as well as represen- 


tatives from the investor, preparer % 
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and auditor communities. 

@ FASB should conduct post-adop- 
tion reviews of significant new 
standards, generally within one to 
two years of their effective dates, to 
ascertain the degree of diversity in 
practice in using judgment when 
applying those standards. If that 
diversity is too broad or otherwise 
inappropriate, FASB should amend 
the standard or issue interpretative 
guidance. 

The committee is expected to make final 
recommendations to the SEC in August. 
Information about the committee and 
progress report is available at www:sec. 
gov/about/offices/oca/acifr.shtml. 


@ Cynthia Fornelli, executive direc- 
tor for the Center for Audit Quali- 
ty, urged the Treasury Depart- 
ment’s Advisory Committee on the 
Auditing Profession to consider 
several initiatives aimed at address- 
ing the supply of experienced auditors 
in the U.S. Among Fornelli’s recommen- 
dations was consideration of an increase 
in the number of HI1-B visas, which 
allow foreign professionals in “specialty 
occupations” to be employed temporar- 
ily in the U.S., to expand the pool of 
auditors. She also voiced support for 
consideration of alternatives to tradi- 
tional classroom instruction to satisfy 
the 150 semester-hour requirement in 
certain states for those working to 
become CPAs. 

Fornelli suggested experiential learn- 
ing, such as practicums or internships 
within firms, could also help satisfy the 
150-hour requirement. She called on the 
committee to consider a regulatory 
process for audit firms to remediate 
independence breaches that would be 
immaterial to reasonable investors and 
to reconsider the definition of “audit 
client” and “affiliate” to clearly target 
relationships that could cause a conflict 
for auditors. 

Written comments Fornelli and others 
submitted to the committee are available at 
www.treas.gov/offices/domestic-finance/ 
acap/submissions-02042008.shtml. 


@ Seventeen international account- 
ing firm networks have become the 
first full members of the Forum of 
Firms. These international networks, 
whose member firms perform transna- 
tional audits, have reported that they 
have implemented a globally coordinat- 
ed quality assurance program, commit- 
ted to the use of International Standards 
on Auditing (ISAs) and met other qual- 
ity and ethics requirements, according 
to a Jan. 22 Forum of Firms announce- 
ment. 
@ Full Members 
Baker Tilly International 
BDO International 
Constantin Associates 
Deloitte Touche Tohmatsu 
Ernst & Young Global Limited 
Grant Thornton International 
HLB International 
Horwath International Association 
INPACT Audit 
KPMG International 
Mazars 
PKF International 
PricewaterhouseCoopers International 
RSM International Limited 
Russell Bedford International 
Talal Abu-Ghazaleh International 
UHY International 

@ Provisional Members 
IEC 
JHI 
Moore Stephens International 
Polaris International 

The Forum of Firms’ stated goal is to 
promote consistent and high-quality stan- 
dards of financial reporting and auditing 
practices worldwide. It conducts its busi- 
ness through its executive arm, the Transna- 
tional Auditors Committee, which is also a 
committee of the International Federation 
of Accountants. 

The networks composing the group of 
first full members originally joined as pro- 
visional members. The Forum’s current 
provisional members ‘are working toward 
becoming full members this year. 

Membership in the Forum is open to 
networks and firms of all sizes that have 
transnational audit engagements or are 
interested in accepting such engagements 


and agree to meet membership require- 


ments. For more information, visit 
www.ifac.org/Forum_of_Firms. 
@ The National Credit Union 


Administration (NCUA) is seeking 
comment on whether it should 
issue regulations to govern the 
merger of a federally insured credit 
union (FICU) into, or a FICU’s conver- 
sion to, a financial institution other than a 
mutual savings bank (MSB). The NCUA 
has no regulations governing these types 
of transactions. 

The NCUA is also considering amend- 
ments to regulations regarding mergers, 
charter conversions and changes in account 
insurance to address the effects these trans- 
actions may have on member rights and 
ownership interests. Comments are due by 
March 31. 

The Advance Notice of Proposed Rule- 
making is available at www.ncua.gov/ 
RegulationsOpinionsLaws/proposed_ 
regs/P-708ANPR. pdf. 


@ Domestic and foreign banks tight- 
ened lending standards and terms 
on a broad range of loans in the last 
three months of 2007, according to 
the Federal Reserve’s January 2008 
Senior Loan Officer Opinion Survey on Bank 
Lending Practices. The survey also reported 
weakening demand for bank loans by busi- 
nesses and households. 

About 40%. of domestic banks and 
85% of foreign banks—both a higher net 
fraction than in the October survey— 
increased the spreads of loan rates over 
the cost of funds. Tighter lending stan- 
dards for commercial real estate were 
reported by 80% of domestic banks and 
55% of foreign banks, both large increas- 
es from the previous survey. Between 
75% and 85% of domestic and foreign 
banks expect a deterioration in the qual- 
ity of the C&l (commercial and industri- 
al) and commercial real estate portfolios. 
More than 85% of respondents said they 
would review residential mortgages for 
modification on a loan-by-loan basis as a 
“somewhat significant” part of an overall 
loss-mitigation strategy. 
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The survey is available at www.federal 
reserve.gov/boarddocs/SnLoanSurvey/ 
200801/fullreport.pdf. 


M@ The SEC is taking steps to expe- 
dite the distribution of more than 
$5 billion in SEC recoveries to 
injured investors. Richard J. D’Anna 
has been appointed to lead the newly cre- 
ated Office of Collections and Distribu- 
tions. Most recently, he was senior vice 
president at lst BridgeHouse Securities 
and a senior vice president and consult- 
ant at FITS Inc. 

Lynn M. Powalski will become the 
office’s deputy director. Powalski has 
worked in the SEC’s Division of Enforce- 
ment since 2001, as both an assistant 
director and assistant chief litigation coun- 
sel for Collections and Distributions. 

“The Commission’s strong commit- 
ment to recovering money from wrong- 
doers and returning it to investors is 
amply demonstrated by the more than 


$2 billion we distributed last year,” said 
SEC Chairman Christopher Cox. “In 
2008, we can do more. Dick and Lynn 
bring exactly the right skill sets to their 
new positions, and they will make an 
excellent team to lead the SEC's efforts 
to get money back to defrauded 
investors as quickly and efficiently as 
possible.” 


Beginning in 2009, employee 
benefit plans sponsored by charita- 
ble organizations and _ schools 
under IRC § 403(b) and covered 
under the Employee Retirement 
Income Security Act (ERISA) will be 
subject to the same reporting and 
audit requirements that currently 
exist for section 401(k) plans. Sec- 
tion 403(b) plans are also commonly 
known as “tax-shelter annuity plans.” 

Under new U.S. Department of Labor 
regulations issued in November 2007 
amending the filing requirements for 
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Form 5500, Annual Return/Report of 
Employee Benefit Plan, ERISA-covered 
403(b) plans with 100 or more partici- 
pants generally will be required to file 
audited financial statements beginning 
with their 2009 Form 5500 filing. Any 
403(b) plans with fewer than 100 par- 
ticipants will be eligible to use abbrevi- 
ated reporting forms without audited 
financial statements. The DOL estimates 
that approximately 7,000 403(b) plans 
will be subject to the new audit require- 
ments and another 9,000 403(b) plans 
will be eligible for the waiver. 

The DOL regulations were published 
in the Noy. 16, 2007, Federal Register and 
are available at www.dol.gov/ebsa/regs/ 
fedreg/final/20071116.pdf. The AICPAs 
Employee Benefit Plan Audit Quality 
Center (EBPAQC), www.aicpa.org/ 
EBPAQC, and Expert Panel have formed 
a joint task force to develop resources to 
help members with these new audit 
requirements. ~ 
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COMMUNICATION IS KEY 

Catherine Allen et al.s article (“Navigating 
the Crossroads of Control and Indepen- 
dence,” Dec. 07, page 42) was an excellent 
article clarifying the guidance in Statement 
on Auditing Standards (SAS) no. 112 as it 
applies to private com- 
pany auditors’ respon- 
sibilities of communi- 
cating internal control 
matters. Page 46 of the 
article provided an ex- 
ample of a client failing 
to detect an error that 
the practitioner identi- 
fied as a significant de- 
ficiency in internal 
control over financial 
reporting that “would 
have caused a misstate- 
ment in the financial 
statements.” 

While the article did 
not elaborate if the misstatement was ma- 
terial to the financial statements, if a mate- 
rial misstatement would have been reflect- 
ed in the financial statements due to a 
deficiency in the internal control over fi- 
nancial reporting (for example, was not 
detected or prevented by the client’ inter- 
nal controls), it may rise above the level of 
a significant deficiency and be a material 
weakness. 

SAS no. 112, Communicating Internal 
Control Related Matters Identified in an 
Audit, states that, “a material weakness is 
a significant deficiency, or combination of 
significant deficiencies, that results in more 
than a remote likelihood that a material 
misstatement of the financial statements 
will not be prevented or detected...” 

Additionally, PCAOB Auditing Stan- 
dard no. 5 states a similar definition for 
material weaknesses detected during in- 
tegrated audits for public companies. 

The evaluation and assessment of in- 


Sale) 
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ternal control deficiencies is highly de- 
pendent on auditor judgment and other 
engagement-specific factors, in addition to 
quantitative materiality thresholds. Audi- 
tors should apply their own professional 


judgment when aggregating and conclud- 


ing on internal control 
deficiencies. 

This article did a 
good job of providing 
an overview of the new 
responsibilities that au- 
ditors have when con- 
ducting audits of private 
companies. Communi- 
cation of these new 
auditing requirements 
with clients is a key 
aspect of the practition- 
ers job to properly edu- 
cate their private com- 
pany clients as to the 
potential implications 
of the new internal control communication 
requirements and the auditor's responsibil- 
ities under Generally Accepted Auditing 
Standards. The new standards can also pro- 
vide practitioners opportunities to serve 
their clients as trusted business advisers 
with regard to their private company clients’ 
internal controls over financial reporting. 

Matthew R. Johnson, CPA 
Omaha, Neb. 


AUDIT PURCHASES TO CHECK 
REVENUE 

[just took your test, “What Is Your Fraud 
1Q?,” (Dec. 07, page 56). I received a score 
of 90%. 

However, I do want to take issue with 
the wording in one of the questions. In 
10(a), you described “Cost of Goods Sold” 
as an account. Technically, that’s not 
accurate. Cost of goods sold is a subtotal 
made up of'a number of accounts, in- 
cluding the account “purchases.” (Al- 


though, oftentimes, cost of goods sold is 
reflected as one number on a published 
condensed financial statement.) 
Therefore, one way to validate fictitious 
revenues (and also unrecorded revenues) 
is to audit purchases. This type of so-called 
“backward auditing” is not only commonly 
used for the purpose of validating sales, it 
is commonly used by government agen- 
cies for the same purpose, especially with 
sales tax audits. 
Gary M. Barnbaum, CPA 
Woodland Hills, Calif. 


MINDING ONE’S OWN BUSINESS 
I find it ludicrous that your article, “Soft- 
ware Revenue Recognition on the Rise” 
(Dec. 07, page 50) not only insinuates but 
even goes so far as to actually state that 
companies are changing their business 
practices because of SOP 97-2. While the 
accounting profession, of which I am part, 
is indeed an honorable one, our profession 
should in no way dictate, or limit, how we, 
as businessmen, conduct business with 
our customers. 
Chuck Barnewolt 
Raleigh, N.C. 


Authors’ reply: While we certainly agree that 
the accounting for a transaction should not 
drive the related business decision(s), we do 
believe that it is critical that a company’s 
decision makers are made aware of the 
accounting consequences involved in sales 
arrangements. A clear precursor to being able 
to provide useful and accurate guidance to a 
company’s decision makers is an understand- 
ing of the facts and circumstances involved in 
a given transaction or product offering. Once 
this information has been gathered and the 
applicable accounting treatment has been 
derived, an accountant can then provide a 
company’s decision makers with the tools to 
understand which direction is most beneficial 
for their particular entity. Similar to profit 
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margin analyses, cash flow analyses, and var- 
ious other financial metrics, it is reasonable to 
expect an assessment of the timing of revenue 
recognition, as well as the cost of compliance, 
to be considered as part of the set of factors a 
decision maker considers. Armed with this in- 
sight, a decision maker can be comfortable in 
knowing that they have the full picture asso- 
ciated with an arrangement or type of arrange- 
ments, and have been empowered to pursue 
the best course of action. 
Greg Regan, CPA, 
and Tim Regan, CPA 
San Francisco 





FOUND: CLIENT EVALUATION 
TEMPLATE 
The article, “Letting Go: Evaluating and 
Firing Clients” Jan. 08, page 54), was well 
written and exactly on point for my firm. 
I am the sole owner of a two-office, 
23-person firm. In late 2006, my busi- 
ness partner unexpectedly passed away. 
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During 2007 we had some expected— 
and some unexpected—changes in our 
client base. My overall goal for 2007 was 
to stabilize our client base and make sure 
we had no net fee revenue loss. 

For 2008, my overall goal is to put an an- 
nual client evaluation and firing process in 
place. It would also include formalizing new 
client acceptance standards and processes. 


Is the PCPS template for client evalua- 
tion mentioned in the article available? 

David B. Tenney, CPA 

Marietta, Ohio 


Editor’s note: The PCPS Client Evaluation 
template is available at www.aicpa.org/ 
PUBS/JOFA/jan2008/downloads/Client_ 
Evaluation_v2.pdf. 
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The Consultants’ Training Institute™ (CTI) has developed and deployed a rigorous and 
intensive, five-day workshop that is the only program of its kind in the United States. Entitled, 
“, this timely program focuses on technique (wot theory) 
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Here Are the Skill Sets You'll Acquire 
¢ A working knowledge of the proprietary forensic accounting methodology called 
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based methodology that deploys specific investigative tools and techniques. 


¢ Training in the “Top 20” forensic accounting tools and techniques, including 
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News, People, Tren and Other Noteworthy Items 


TAX NOTES 
Rebates to 
Relieve Debt 


hen it comes to tax rebate 

checks, American consumers 
may not be so eager to spend, spend, 
spend. 

A CCH and Harris Interactive sur- 
vey asked 2,020 adults what they 
would do with a broad-based tax 
rebate. Their responses were: 


mm Pay down debt—47% 
Save it-32% 
@ Spend it—-21% 


Across all income levels, paying 
down debt was the most common 
response. In terms of employment 
status, only 17% of respondents 
TAX NOTES working full time said they’d spend 

the rebate, while 29% and 32% of 


IRS Targets High-Income unemployed and retired respondents 


were likely to spend it. 


Taxpayers, S Corps Saues: Complete Tax survey, www.completetax.com. 


fe 


ne out of 11 individuals with an income of $1 million or more 

faced an audit in fiscal year 2007, when the number of audits 
for these high-income taxpayers increased 84%, from 17,015 in 
2006 to 31,382. 

Overall, audits of individual returns rose by 7%, from 1,293,681 
in 2006 to 1,384,563, the highest number since 1998. 

When it comes to business enforcement efforts, the IRS focused 
on the returns of flow-through entities—S corporations and 
partnerships. Audits of these businesses increased by 26% and 25%, 
respectively, from 2006 levels, while audits of large corporations 
were down slightly, 

The Service said that as its enforcement budget remained flat 
from 2006 to 2007, it could not increase audit activity across the 
board and therefore addressed areas where there was growth and 
potential risk. 


Source: www.irs.gov. 
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FINANCIAL REPORTING 


Spending on SOX 


ccording to The Sarbanes-Oxley Investment: A Section 

404 Cost Study for Smaller Public Companies, a study 
by SOX research and consulting firm Lord & Benoit, 
the total average combined costs of complying with sec- 
tion 404(a) and section 404(b) was $78,457. The costs 
ranged from as little as $23,000 for a small software 
company to as much as $197,000 for a 
manufacturer/distributor with many locations. 


The average costs of complying with a section 404(a). 


management assessment for all non-accelerated filers 
included in the study were $53,724 (ranging from as 
low as $15,000 to as high as $162,000). 

In general, the study found that manufacturing and 
distribution companies incurred higher internal control 
compliance costs. These companies’ robust purchasing, 
multiple subsidiaries, inventory controls, complex IT — 
systems and large capital expenditures contributed to 
higher costs. 

The average projected costs of complying with sec- 
tion 404(b) for non-accelerated filers included in the 
study were $24,750. The range of audit fee increases 
was from as low as $7,500 to as high as $86,000. 









TAX NOTES 
Top Return Errors for Taxpayers 
and Paid Preparers 


DATA POINT 
: wee cccccescccccccccccces : 
The proportion of multinational | 
_ enterprises that believe trans- 
fer pricing is a risk when man- 
aging financial statements, as 
compliance requirements have 


_ increased due to develop- 
ments in financial reporting. 


More than half of the enterpris- 
es surveyed have undergone 
a transfer pricing examination 

since 2003, with 27% 
resulting in adjustments by 
tax authorities. 


Source: Ernst & Young's 2007-2008 Global Transfer 
Pricing Survey, www.ey.com. 



























Because the stan- 
dard was not yet 
effective, the 
study authors 
derived the 
audit fee 
increases 
related to 
section 
404(a) by 
taking the 
actual 
2006 audit 
fee of each 
company 
times the pro- 
jected audit fee 
increase that was 
obtained from The Audit Ana 
ics 2006 Audit Fee Briefing Paper, a study by Audit Ana- 
lytics, that indicated audit fees for smaller accelerated 
filers increased by 27% from section 404(b). 

To download a complimentary copy of the report, 
visit www.section404.org. 












Source: The Lord & Benoit Report, The Sarbanes-Oxley Investment: A Section 404 Cost 
Study for Smaller Public Companies. 
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Source: IRS, www.irs.gov. 
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Focus on Compliance 




















































Phoenix Rising 


“At the SEC, 2008 will be 
4 the year of the Phoenix. 
That’s the name of our 
updated software system 
that will track every dis- 
gorgement, penalty, and 
other monies owed to the SEC and 
to investors...from the beginning of 
the process until the last dollar is 
returned to its rightful owner. Ever 
since the Sarbanes-Oxley Act vastly 
expanded the SEC’s responsibilities 
in this area over five years ago, the 
agency has needed such a system. 
This year, for the first time, we will 
have it? 







—SEC Chairman Christopher Cox, 
Feb 8. 


For more information, see 
“Highlights” page 15. 


Source: www.sec.gov. 














(7 average, compliance spending is outpacing growth of net 
income at the nation’s largest financial and thrift institutions. 








a | a ? Z | A Deloitte Center for Banking Solutions survey found that com- 
sd we pliance spending as a percentage of net income rose to 3.69% in 


2006 from 2.83% in 2002. 

Respondents also recognized that compliance is a customer and 
reputation issue. Three-quarters said they've noticed a burgeoning 
link between their compliance abilities and their reputation with 
customers over the past five years and expect the trend to continue. 

Other findings included: 





i - = ir 
million 
Cost to produce 8 billion 
pennies, worth $80 million. 


e@ a - | | 

% 124 
million 
Cost to produce 1.3 billion 
nickles, worth $65 million. 







| 60% of individuals with the primary responsibility for compli- 
ance reported directly to the CEO. 










H 40% said time devoted to compliance has increased by more 
than 25% since 2002. 


195% measured compliance performance through internal feed- 
back from testing activities and an internal audit. Other popu- 
lar methodologies included formal and informal meetings with 
regulators (90%), industry surveys (80%) and quantitative 
metrics (55%). 
















For the study, the Deloitte Center for Banking Solutions surveyed 
chief compliance officers, chief risk officers and other senior execu- 
tives at 20 of the top 50 domestic financial and thrift institutions. 








S :CBSN ; cb .cOmM. 8 A : y . 
ource CSD WC Doe wc, Source: Navigating the Compliance Labyrinth: The Challenge for Banks, Deloitte & Touche USA LLP. 


www.deloitte.com. 
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CAREERS & RECRUITING 
Signing Bonuses 
Lure Recent Grads 


Mer entry-level hires 
may find themselves 


with deeper pockets in 
2008, according to the 
National Association of 
Colleges and Employers. 

The association's Job 
Outlook 2008 survey found 
54% of employers plan to use 
signing bonuses when recruiting new 
hires, up from 47% in 2007. 

Previous NACE studies and surveys suggest that employers 
often underestimate their need to use signing bonuses. Accord- 
ing to Marilyn Mackes, NACE executive director, approximately 
47% of employers said they planned to offer bonuses in 2007, 
but more than 54% actually used them. If the pattern holds, 
Mackes expects more than 60% of employers could use bonus- 

- es when hiring 2008 graduates. 

Respondents who planned to offer a bonus to all entry-level 
hires expected to spend on average $4,450 per bonus—a 25% 
increase from 2007. 

The survey found that two-thirds of employers using ponlcee 
only expect to offer them to select candidates, and the amount 
of the bonus varies depending on several factors, including 
degree subject and level. 


Source: Job Outlook 2008, www.naceweb.org. 


BUSINESS TIPS 


Weather the Storm During 


a Recession 


hile it may be impossible to 

recession-proof your clients’ 
businesses, BDO Consulting, which 
provides restructuring and risk advi- 
sory services as a business line of BDO 
Seidman LLP, provides these tips in the 
event of an economic downturn: 





















@ Take fast and decisive 
action—quickly determine 
core administrative ase 
and opera- seme ff 
tional _—_—= 
needs and 
reduce excess costs. 






@ Develop a comprehen- 
sive approach—includ- 
ing a cost-reduction 
program, plans to / 
improve inventory 






BUSINESS TRENDS 
Benefits Draw Top 
Talent 


ne-third of CFOs surveyed by 

Robert Half International 
thought benefits packages were the 
most effective incentive in attracting 
top accounting candidates—up from 
just 2% five years ago. 

The findings also suggest that tra- 
ditional incentives, such as insurance, 
are a higher priority today than flexible 
work schedules, which fell as being 
the most effective incentive among 

33% of CFOs in 2003 to 13% i in 


2008. 


- Source: Robert Half International, www.thi.com. 





controls and enhanced purchasing procedures. 


@ Manage costs with targeted and timely 
reporting—react to falling gross mar- 
gins and unexpected market changes by 
@ automating daily data collection and 
reporting. 


f@ Conduct an internal assessment 


for possible restructuring— 
if needed, build a work 
plan, establish account- 
abilities and set an 
implementation 
timeline. 


™ Manage operating 
results proactively— 
closely monitor operat- 
ing costs and renegoti- 
ate contracts. 


For more details and tips on 
surviving a recession, visit 
www.bdo.com/services/ 
consulting. 


Source: BDO Seidman LLP, 
www.bdo.com/news/pr/722. 
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Existing in a price driven environment is a position that no professional knowledge 
firm wants to find itself in. 


—. How to Avoid the Commoditization Trap i i s— 
to avoid the commoditization downward spiral. 


You will learn: 


What is commoditization 
The driving forces behind commoditization 
How complexity effects commoditization 


Why most professionals have a price tag 
printed on their forehead 


The best approaches to escaping the 
commoditization trap 


Like most business challenges, there isn’t a quick fix, but there are solutions. It only 
requires the commitment and determination to implement them, 
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AUDITING 

M@ The PCAOB voted to adopt Auditing 
Standard no. 6, Evaluating Consistency of Fi- 
nancial Statements, and an accompanying 
set of amendments to the Board’ interim 
auditing standards. 

The new standard and related amend- 
ments update the auditors responsibilities 
to evaluate and report on the consistency of 
a company’s financial statements and align 
the auditors responsibilities with Statement 
of Financial Accounting Standards no. 154, 
Accounting Changes and Error Corrections. 
AS6 clarifies that the auditor’ report should 
indicate whether an adjustment to previ- 
ously issued financial statements results 
from a change in accounting principle or 
the correction of a misstatement. The 
PCAOB also removed the GAAP hierarchy 
from its interim auditing standards because 
FASB intends to incorporate the hierarchy 
into the accounting standards. 

The standard (available at www.pcaobus 
.org/Rules/Docket_023/PCAOB_ 
Release_No._2008-001_--_Evaluating_ 
Consistency.pdf) and amendments be- 
come effective 60 days after SEC approval. 


BANKING 

@ The Financial Crimes Enforcement 
Network (FinCEN) issued an administra- 
tive ruling to clarify currency transaction 
report (CTR) filing requirements for fi- 
nancial institutions when making Bank 





Secrecy Act reports of transactions involv- 
ing sole proprietorships and transactions 
involving sole proprietorships and other 
legal entities operating under a DBA 
(doing business as) name. 

When filing a CTR involving a sole pro- 
prietorship, financial institutions are re- 
quired to complete only one section A, list- 
ing the name of the sole proprietorship’ 
owner, DBA name, the owner’ Social Se- 
curity number, home address, date of birth 
and occupation. Only one section A needs 
to be filled out even if the business has a dif- 
ferent address or tax identification number 
than its owner. 

The ruling, FIN-2008-RO0O1, replaces 
ruling FIN-2006-RO03. FinCEN said it will 
continue to accept CTRs with two com- 
pleted section As, containing information 
on both the sole proprietorship and its 
owner, in accordance with the ruling in 
FIN-2006-RO03. 

The ruling sis 

www.fincen.gov. 
MM FinCEN issued interpretive guidance to 
clarify how rules implementing section 312 
of the USA Patriot Act (the correspondent 
account rule) apply to a covered financial 
institution presenting a negotiable instru- 
ment for payment to another financial in- 
stitution. 

The guidance addresses whether the 
presentation of a negotiable instrument for 
payment by a covered financial institution 
to a foreign financial institution on which 
the instrument is drawn would establish a 
correspondent account between the covy- 
ered financial institution and the paying 
institution, subjecting the covered finan- 
cial institution to compliance with the due 
diligence provisions of the correspondent 
account rule. 


available at 


The guidance is available at 
www.fincen.gov. 

@ The Federal Reserve Board amended the 
asset-size exemption threshold for deposi- 
tory institutions that are required to report 
data under Regulation C, the Home Mort- 
gage Disclosure Act (HMDA). Institutions 
with assets of $37 million or less as of Dec. 
31, 2007, are not required to collect HMDA 
data in 2008. The previous threshold was 
$36 million. The amended regulation is 
available at www.occ.treas.gov/fr/ 
fedregister/72fr72234.pdf. 

@ The Small Business Administration 
(SBA) is working to improve its lender 
oversight practices and maximize lending 
program efficiency. To protect the agency 
from potential fraud, SBAs Office of Cred- 
it Risk Management (OCRM) checks to 
ensure that lenders have adequate inter- 
nal controls to help detect and counter 
potential fraud. Additional opportuni- 
ties—such as examining data anomalies, 
mining third-party databases, random 
sampling of loans for further review, and 
identifying and sharing fraud detection 
best practices—are being explored to 
identify suspicious lending patterns in- 
dicative of fraud. 

A lender monitoring and risk manage- 
ment system has been developed with 
highly predictive lender risk ratings, the 
agency said. The GAO and SBAs Office of 
Inspector General have recognized the SBA 
as conforming to private sector industry 
best practices for portfolio and risk man- 
agement. 


FINANCIAL REPORTING 

@ FASB approved proposed FASB Staff Po- 
sition no. FIN 48-2, Effective Date of FASB 
Interpretation No. 48 for Certain Nonpublic 
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Enterprises, which defers the effective date 
of FIN 48 for qualified entities to the an- 
nual financial statements for fiscal years 
beginning after Dec. 15, 2007, unless they 
have issued a full set of annual financial 
statements incorporating the recognition, 
measurement and disclosure require- 
ments of FIN 48, Accounting for Uncertain- 
ty in Income Taxes. Nonpublic consolidat- 
ed entities of public enterprises that apply 
GAAP are ineligible for the deferral. The 
FSP is available at www.fasb.org/pdf/ 
fsp_fin48-2.pdf. 


FRAUD 

@ The FBI says the subprime mortgage 
crisis is feeding a booming business for 
fraudsters. The Bureaus Subprime Mort- 
gage Industry Fraud Initiative is investi- 
gating 14 corporations involved in sub- 
prime lending—including mortgage 


lenders and investment banks that bundle 
loans into securities sold to investors. 

At the end of January, the FBI said it 
was investigating 1,200 open cases in- 
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volving subprime lending, a 40% year- 
over-year increase. Many of these cases in- 
volve fraud for profit, where groups of 
straw buyers or realtors rig schemes to 
buy properties that are flipped or allowed 
to go into foreclosure. Suspicious Activi- 
ty Reports (SARs), which were reviewed 
for potential mortgage fraud, grew from 
3,000 in fiscal 2003 to 48,000 in fiscal 
2007. SARs are on pace to top 60,000 in 
the current fiscal year. 

More information and statistics on the 
FBIs enforcement efforts in this area are 
available at www.fbi.gov. 


GOVERNMENT 

@ In testimony before the Senate Bud- 
get Committee, U.S. Comptroller Gener- 
al David M. Walker said the nation’s 
long-term fiscal outlook is on an “im- 
prudent and unsustainable path.” Ac- 
cording to Walker, who resigned effective 
March 12, the U.S. faces an increasing 
need and a shrinking window of opportu- 
nity for action. 





“Our long-term fiscal challenge is pri- 
marily a health care challenge,” he said. “In 
fact, if there is one thing that could bank- 
rupt America, its runaway health care costs. 
We must not allow that to happen.” 

A GAO report titled A Call for Stew- 
ardship: Enhancing the Federal Govern- 
ment’s Ability to Address Key Fiscal and 
Other 21st Century Challenges lays out a 
possible path for change. It provides 13 
potential tools for Congress and the ad- 
ministration to use. The report is available 
at www.gao.gov/new.items/d0893sp.pdf. 

Walker resigned to become president 
and CEO of the newly established Peter G. 
Peterson Foundation. The foundation’ stat- 
ed goal is to enhance the publics under- 
standing of the most “substantial economic, 
fiscal and other sustainability challenges” 
the nation faces. 


INTERNATIONAL 

@ The International Public Sector Ac- 
counting Standards Board, an independent 
standard-setting board within the Interna- 


. For a complete list of available courses, 
visit www.aicpalearning.org or call 
1-800-634-6780, Option 1 for more information. 


tional Federation of Accountants, issued re- 
quirements to help governments and other 
public sector entities consistently report on 
international aid, development grants and 
other forms of external assistance. The dis- 
closure requirements and recommenda- 
tions are set out in the updated Interna- 
tional Public Sector Accounting Standard, 
Financial Reporting Under the Cash Basis of 
Accounting (Cash Basis IPSAS). The new dis- 
closures should reduce multiple reporting 
practices that can be costly for assistance re- 
cipients. 

The external assistance requirements are 

effective for reporting periods beginning on 
or after Jan. 1, 2009. The Cash Basis IPSAS 
is available at www.ifac.org/store. 
@ The International Auditing and As- 
surance Standards Board (IAASB) 
amended International Standards on Re- 
view Engagements (ISRE) 2400, Engage- 
ments to Review Financial Statements, and 
2410, Review of Interim Financial Infor- 
mation Performed by the Independent Au- 
ditor of the Entity. 


NEWS DIGEST 


To align the application of ISRE 2400, 
ISRE 2410 and International Standard on 
Assurance Engagements (ISAE) 3000, As- 
surance Engagements Other than Audits or 
Reviews of Historical Financial Information, 
the [AASB agreed to restrict the application 
of ISRE 2400 to a review of any historical 


financial information performed by a prac- 


titioner who is not the entity’ auditor. 

“These minor amendments, which are 
effective immediately, clarify the application 
of the ISREs and ISAE 3000 by eliminating 
a small gap in the apparent scope of the 
ISREs and ensuring that, as intended, there 
is no overlap in the scopes of the ISREs and 
ISAE 3000,” John Kellas, [AASB chairman, 
said in a press release. “As a result, practi- 
tioners will have no doubt about which 
standard is to be applied to a review en- 
gagement.” 

The amendments to ISREs 2400 and 
2410 are available free at www.ifac.org/ 
store. 

@ The International ae Reporting 
Interpretations Committee (IFRIC) released 


A\| 


for public comment a draft Interpretation, 
IFRIC D24, Customer Contributions. 

Customer contributions are transactions 
in which an entity—the access provider— 
receives an asset it uses to provide access to 
an ongoing supply of goods or services to a 
customer or customers. In some cases, the 
access provider receives cash, which it must 
use to acquire or construct the asset that 
will provide access. 

IFRIC D24 clarifies: 

. M@ Whether a customer contribution 
should be recognized as an asset and, 
if so, whether it should be initially 
recognized at cost or fair value. 

@ Whether an agreement to provide 
ongoing services using a contributed 
asset contains a lease. 

@ How to account for the credit that 
arises from the recognition of a cus- 
tomer contribution at fair value. 

@ How to account for a cash contribu- 
tion. 

Comments are due by April 25. To 

download a copy, visit www.iasb.org. 


a 
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@ The International Accounting Stan- 
dards Board (IASB) issued an amendment 
to IFRS 2, Share-based Payment. The 
amendment clarifies that vesting condi- 
tions are service conditions and perform- 
ance conditions only. Other features of a 
share-based payment are not vesting con- 
ditions. It also specifies that all cancella- 
tions, whether by the entity or by other 
parties, should receive the same account- 
ing treatment. The amendment will be ef- 
fective for annual periods beginning on or 
after Jan. 1, 2009. Early adoption is per- 
mitted. For more information, visit 
www.iasb.org. 

@ SEC Chairman Christopher Cox and 
the European Commissioner for the Inter- 
nal Market and Services Charlie McCreevy 
agreed to develop a framework for mutual 
recognition during a February meeting in 
Washington. The goals of a mutual recog- 
nition arrangement would be to increase 
transatlantic market efficiency and liquidi- 
ty while enhancing investor protection, ac- 
cording to an SEC news release. They joint- 
ly declared: 

“The U.S. and EU, which comprise 
70% of the world’s capital markets have a 
common interest in developing a cooper- 
ative approach to reducing regulatory fric- 
tion and increasing investor access to in- 
vestment diversification opportunities and 
enhancing investor protections. The con- 
cept of mutual recognition offers signifi- 
cant promise as a means of better protect- 
ing investors, fostering capital formation 
and maintaining fair, orderly, and efficient 
transatlantic securities markets. As we 





consider implementation of this concept, 
we encourage input from market partici- 
pants.” 

SEC and European Commission offi- 
cials and staff of the Committee of Euro- 
pean Securities Regulators plan to hold reg- 
ular technical meetings on the mutual 
recognition framework this year. McCreevy 
and Cox agreed to work closely during the 
year to review overall progress, the SEC 
said. 





ISSUES 

M@ Americans are concerned about retire- 
ment savings, health care and educational 
costs, according to an AICPA survey. Thir- 
ty-two percent of respondents from the 
AICPA Financial Planning Membership 
Section said their clients are postponing re- 
tirement for financial reasons. “Many baby 
boomers are discovering their retirement 
kitty is not as big as it needs to be to fund 
a comfortable retirement and that they are 
going to have to work longer than they had 
intended,” Jim Metzler, AICPA vice presi- 
dent-Small Firm Interests, said in a news 
release. 

One-third of survey respondents said 
clients between the ages of 25 and 34 are 
foregoing buying a home, having chil- 
dren and even saving for retirement. 
Higher credit card debt due to unneces- 
sary spending is increasing the need for 
education and guidance to help improve 
the financial well-being of Americans of 
all ages, according to Carl George, chair- 
man of the AICPAS National CPA Financial 
Literacy Commission. 








The survey results can be viewed at 
www.aicpa.org/download/news/2008/ 
Tabulation_of_AICPA_PFP_Survey_ 
Results.pdf. 


XBRL 

@ The SECs Division of Corporation Fi- 
nance prepared issuers for the possibility of 
new proposed rules regarding the use of 
XBRL as early as this spring. 

“As I have said before, we are ready to 
undertake further rulemaking whenever 
the technology is ready,” said John W. 
White, SEC director of corporation finance, 
in a recent speech at the Securities Regula- 
tion Institute in San Diego. “That time is 
fast approaching. In September, the chair- 
man asked for a staff recommendation this 
spring (which could be a rulemaking pro- 
posal), with possible final action coming 
this fall.” 

White said the aggressive schedule 
would allow for a field test of the tax- 
onomies released for comment in Decem- 
ber by voluntary filers in their 2008 quar- 
terly filings. “If successful, you can guess 
where this is all likely to lead,” he added. 
For the full text of Whites speech, visit 
www.sec.gov/news/speech/2008/spch01 
2308jww.htm. ” 
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CHECKLIST 


Fee Management lips 


Properly pricing your services should be a high priority. 


Follow these best practices for setting and managing fees. 





V Know the costs of providing services. 
Determine direct costs, allocated over- 
head and targeted firm profits for each 
client. Divide the fees collected (or 
collectible) by the time charges to get 
your realization rate. Determine the 
overall firm realization rate for all 
clients by dividing total fees collected 
by total chargeable time. Review un- 
profitable clients and consider culling 
them from your practice (see “Letting 
Go: Evaluating and Firing Clients,” 
Jan. 08, page 54). 


VW Determine the right fee for the value 
provided. Except for specialized work, 
most service fees can be reasonably es- 
timated. Compare estimates to the 
value and benefits provided. Specific 
tax returns priced at $800, when 
other area accountants charge $500, 
may not be priced appropriately, like- 
wise for audits priced at $50,000 
when other firms charge $30,000. If 
the time charges are significantly high- 
er than the “right fee,” then maybe 
you should examine your internal 
processes or efficiencies. 


W Decide on the billing method. Tax 


returns without complications can 
be priced based upon a fixed fee 
schedule; or a first-time audit can be 
based upon time charges (perhaps 


with a cap). However, assisting a 
client in selling their business can be 
based upon a minimum retainer with 
a bonus for the value added to the 
transaction. 


V Know the value of the service you are 


performing. Some services carry 
greater value than others. Firms should 
understand from the client's perspec- 
tive the value of the service. 


V Assess your client's ability to pay fees. 


Match service levels to client needs. 
Don‘ misdirect extra service efforts to- 
ward clients who cannot afford them. 
Target clients that will benefit from 
service extras, convey the benefits 

and show how they can afford to 
engage you for those services. 


Y Bill timely. Bill.as soon as work is 


completed. The client is less likely to 
appreciate the value of a service billed 
a long time after the work is per- 
formed. If possible, ask for a deposit 
or a retainer in advance. The service 
is usually more valuable to the client 
before you are engaged than alter it is 
completed. 


WY Don't work for clients that don't pay. 


Establish an early understanding that 
bills must be paid currently. Start a pro- 
gram to help clients catch up on over- 
due amounts while paying current bills 
as rendered. 


V Use changes in a client’s payment pat- 


tern to monitor satisfaction. Some 
clients may express service dissatisfac- 





~ 


tion by slowing up or holding back 
payment. Heed payment pattern 
changes as potential signals. Contact 
the client to find out what is wrong. 


VW Carefully and professionally explain 
reasons for fee increases. Many fee 
increases are necessary to pass on 
increased costs. A 5% or 8% increase 
offsets higher costs. A 20% increase 
reflects added charges for increased 
services or extra work for the client. 
Be proactive, not passive or reactive. 


V Evaluate the threats. Fee increases 
present a threat of losing the client, so 
be prepared. However, not raising fees 
also presents a threat to your long-term 
success and business viability. Fewer 
clients paying higher fees will receive 
better service than a larger number of 
time-consuming clients who pay mar- 
ginal fees. (See Bill What You’re Worth, 
by David W. Cottle, published by the 
AICPA.) 


Become your own client. Devote time 
monthly to focus on billing activities: 
the realization percentages; reviews of 
the services performed and their value 
to the client; potential for additional 
services; and ways to eliminate high- 
cost, low-realization services. 


—Edward Mendlowitz, CPA/PFS/ABV is a 
partner in WithumSmith+Brown in New 
Brunswick, N.J. He has published two practice 
management books through the AICPA: Intro- 
ducing Tax Clients to Additional Services 
and Managing Your Tax Season. His e-mail 
address is emendlowitz@withum.com. 
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PRACTICE DEVELOPMENT 


MARKETING KNOW-HOW 
http://tinyurl.com/2g7bwv 

Looking to attract new clients or 
increase your firm's visibility? Visit 
this Smart Stop to access the AICPAS 
“CPA Marketing Tool Kit,” part of the 
Institute’s public accounting firm 
resources. The collection offers cus- 
tomer service and selling tips, client 
satisfaction surveys, PDF brochures 
and guidelines for becoming a media 
resource. The marketing guide 
includes a sample e-newsletter tem- 
plate, do’s and don'ts when creating 
and marketing a Web site, and e-mail 
marketing tips. 


BE A PROMOTION GURU 
www.marketingsherpa.com 

Find case studies on what works— 
and what doesn’t—when it comes to 
marketing your business on this site 
from MarketingSherpa. The research 
firm also provides how-to articles and 
interviews with marketing directors in 
both business-to-business and con- 
sumer marketing. Click the “Browse 
by Topic/Brand” tab for a complete 
listing of articles by industry or target, 
such as “Marketing to Small Busi- 
nesses” or “Business Services Market- 
ing,” or tactic, such as “Integrated 
Campaigns” or “How to Pitch to Busi- 
ness Media.” 





SMART STOPS 


On the Web 


MARKET PROFESSIONAL 
SERVICES 
www.legalmarketingblog.com 

Dont let “legal” throw you off—this 
site’s client communication and market- 
ing tips can be applied to CPA firms 
wanting to expand their service offer- 
ings or client base. Author Thomas 
Kane, Esq., the principal of Kane Con- 
sulting Inc., has served as an in-house 
marketer for several firms. Check out 
articles like “Guarantee Client Referrals 
With Good Client Relations” and “Nar- 
row Your Niche for More Effective Mar- 
keting,” or explore the Web’s marketing 
resources using Kane’s extensive library 
of marketing and firm blogs. 


GENERAL INTEREST 


LINK AND GO 

www.taxsites.com 

First appearing in this column in 
October 2004, this index of tax, 
accounting and payroll specific sites 
underwent a complete redesign 
recently. The new site features an 
expandable navigation tree and 
improved search capabilities using a 
Google custom search. There is also 
quick access to the site’s most com- 
monly requested pages—including 
federal and state tax forms—as well 
as links to industry associations, cer- 
tification information and software 
vendors. 


LEAD BY EXAMPLE 
www.calcpa.org/forum 

Corporate CPAs and financial execu- 
tives: This leadership forum from the 
California Society of CPAs and the Cali- 
fornia CPA Education Foundation is for 
you. The site provides executive educa- 
tion, advanced training in finance and 
business management, thought leader- 
ship, helpful resources and professional 
peer networking. The site also features 


opportunities such as participation in 
economic forums, CFO of the Year 
events and local roundtable discus- 
sions, which are listed in the “Upcoming 
Forum Events” section. You can read 
articles, such as how-tos with practi- 
cal tips and QG@As with other leaders 
in the field. There is also a section 
featuring news on such hot topics as 
the XBRL taxonomy and new PCAOB 
standards. 


SWEET AND SIMPLE 
www.mint.com 

How much do you actually spend on 
gas, groceries or impulse purchases 
every month? Find out with this 
money management program. Using 
login information for your online 
bank, credit union and credit card 
accounts—not account numbers— 
Mint consolidates the data from your 
accounts and automatically catego- 
rizes purchases daily. The site tracks 
spending and savings, then alerts you 
when you're over budget, have a low 
balance, need to pay a bill or if there 
is suspicious activity on any of your 
accounts. Spending trends can be 
displayed graphically by category or 
month, which allows users to com- 
pare purchases over time. 


FEDERAL FOCUS ON TAX 
www.treasury.gov/topics/taxes 

Use the Department of the Treasury’s 
tax site for access to the latest news 
and regulatory releases of interest to 
tax professionals. The site organizes 
content based on topic, such as tax 
relief, business tax competitiveness, 
international tax issues, and health and 
benefits taxes. CPAs can quickly access 
information on the earned income tax 
credit, health savings accounts, and 
bonds and securities. 


—Megan Pinkston 
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Better Evidence 


Gathering 


Adopting best practices can improve audit 
confirmation response rates. 


by Donald K.McConnell Jr.and Charles H. Schweiger 


ell-designed audit confirmation practices provide valuable 

third-party evidence that sheds light on financial statement 

assertions made by management. Confirmations can be an 
effective tool for auditors working with accounts including payables 
and receivables, inventory, investment securities, lines of credit and 
other actual or contingent liabilities. 
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The procedures also can supply audit ev- 
idence to help determine whether complex 


revenue recognition arrangements or re- 
lated-party transactions are appropriate 
and corroborate account balances and 
other information from financial institu- 
tions. 

Once an auditor has committed to 
using confirmations, its important to 
design testing to trigger high response 
rates that meet the audit objectives. Many 
an audit budget has been exhausted by 
poorly designed confirmation procedures 
or excessive time spent resolving “dis- 
crepancies” that were really the result of 
attempting to confirm the wrong infor- 
mation. 

This article highlights ways to more ef- 
fectively use audit confirmations and im- 
prove confirmation response rates. It also 
explains some unique, important, or less 
widely understood aspects of Practice Alert 
03-1, Audit Confirmations, issued by the 
AICPAs Professional Issues Task Force. 
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IMPROVING RESPONSE RATES 
Accounts receivable confirmation recipi- 
ents may be more likely to respond and to 
identify discrepancies if the confirmation 
request is sent with supporting informa- 
tion, such as a monthly statement. It can 
be helpful to include with the request a list 
of outstanding invoices and unapplied 
credits constituting the balance. 


When verifying an account balance is | 


difficult or complex, the auditor can at- 
tempt to get confirmation of the sup- 
porting information, which would allow 
the auditor to compute the necessary in- 
formation. For example, some auditors 
request confirmation of 401(k) plan de- 
ferral percentages elected by employees, 
rather than requesting confirmation of 
the actual deferred amounts. Using the 
confirmed percentages, the auditor can 
then test the client’ calculation of the de- 
ferred amount using audited client pay- 
roll information. 

Sending confirmations to individuals 
who have been counterparties to key trans- 
actions is another way to improve response 
rates in certain cases. The approach is es- 
pecially useful for confirming possible side 
agreements involving rights of return or 
other significant risks relating to the ap- 
propriateness of revenue recognition. 

Setting confirmation response dead- 
lines and asking clients to hand sign con- 
firmation requests where feasible can also 
be helpful. To expedite confirmation re- 
sponses, auditors can ask clients to make 
phone calls to intended recipients to alert 
them that confirmations will be coming. 
Some auditors will alert recipients of 


® Confirmations can be an 


mailed confirmations by sending confir- 
mation request copies via e-mail attach- 
ment. The recipient is then asked to return 
the mailed confirmation either through the 
mail or by fax. 

Faxed responses can pose risks since 
determining the source of the response can 
be difficult. For that reason, faxed docu- 
ments may be considered an option of last 


process; however, client personnel, under 
close auditor supervision, can assist in pro- 
cessing confirmation requests and inves- 
tigating exceptions or nonresponses. 
While most accounts receivable con- 
firmation exceptions are related to timing 
differences, the auditor should, at least on 
a test basis, inspect evidence supporting 
the client's reconciliation of differences. 


Sending confirmations toindividuals who have 
been counterparties to key transactions is another 
way to improve response rates in certain cases. 


resort to be used when deadlines are loom- 
ing. Auditors relying on a fax should con- 
sider making a telephone call to verify the 
sender’ legitimacy and requesting that the 
original confirmation be mailed. But even 
mailed confirmations come with some 
level of risk. 

To lessen the risk of fraud, undelivered 
confirmation requests in most cases would 
be reported to client officials not directly in- 
volved in the area subject to confirmation. 


ISSUES INVOLVING POSITIVE 
CONFIRMATION REQUESTS 
When positive confirmation requests— 
those in which the recipient is asked to re- 
spond directly to the auditor about 
whether he or she agrees with information 
presented in the request—are returned 
with exceptions, both the qualitative and 
quantitative nature of the exceptions 
should be evaluated. The auditor should 
maintain control over the confirmation 


EXECUTIVE SUMMARY 


If an exception can’t be resolved or indi- 
cates evidence of a potential misstate- 
ment, the auditor can reduce audit risk 
to an acceptably low level by assessing the 
nature and cause of the misstatement cir- 
cumstances. 

For example, the auditor can evaluate 
whether the misstatement appears to be 
isolated or systemic, and whether it ap- 
pears to be due to clerical error or possi- 
ble fraud. If a misstatement appears to be 
systemic, the auditor would ordinarily 
need to oversee an extensive investigation. 

Additionally, the auditor should proj- 
ect the misstatement from the sample to 
the population to determine either that 
the test results support the tested balance 
or that additional investigation is neces- 
sary. Auditors generally send positive 
requests to confirm large receivable bal- 
ances because no sampling risk would be 
acceptable for individual accounts re- 
ceivable balances exceeding tolerable % 


effective tool when working with 

accounts payable, accounts 

receivable, account balances, 
inventory, investment securities, 
market values, lines of credit and 
other actual or contingent 

| liabilities. 

_ @ Auditors are increasingly 
using electronic means to con- 
firm cash and loan balances. To 
rely on an electronic confirmation 


process, auditors need to be sat- 
isfied with the integrity of the 
process and the effectiveness of 
the service provider's controls 
over the process. 

& Sending confirmations to in- 
dividuals who have been coun- 


terparties to key transactions can 


improve response rates in certain 
cases. The approach is especial- 
ly useful for confirming possible 
side agreements involving rights 


of return or other significant risks 
relating to the appropriateness of 
revenue recognition. 

®& If management requests that 
an auditor not confirm certain 
information and the request Is un- 
reasonable and puts significant 
limitations on audit scope, the au- 
ditor ordinarily would disclaim an 
opinion or withdraw from the en- 
gagement. The auditor may also 
seek the advice of legal counsel. 
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misstatement for the engagement. The 
amount of any known misstatement 
identified would be equivalent to likely 
misstatement because such positive re- 
quests constitute a subpopulation that 
has been audited in its entirety, rather 
than sampled. Any resulting misstate- 
ment in the positive requests would then 
be combined with any projection of like- 
ly misstatement identified from other 
confirmations that had been selected on 
a sampling basis. 

AU 312.46 states that where the au- 
ditor evaluates the amount of likely mis- 
statement from a sample in a class of 
transactions, account balance or disclo- 
sure as material—either individually or 
in the aggregate with other misstate- 
ments—the auditor should request that 
management examine the class of trans- 
actions, account balance or disclosure in 
order to identify and correct misstate- 
ments therein. 

Ordinarily, the auditor would report un- 
reconciled misstatements to a client official 
not directly associated with the account. 


The auditor needs to consider whether re- 
sponses indicate matters to be reported to 
those charged with governance. 


ELECTRONIC AUDIT 
CONFIRMATIONS 

Auditors generally would confirm cash 
balances unless the risk of material mis- 
statement is low for the cash existence 
assertion. In some cases, auditors can 
make an online inquiry about a client's 
bank balance information—although 
such a step constitutes an alternative pro- 
cedure, according to AU 330.04, not a 
confirmation procedure. 

Interpretation no. 1 of AU 330 states 
that properly controlled electronic confir- 
mations can provide reliable audit evi- 
dence. Auditors are increasingly using 
electronic means to confirm cash and loan 
balances under the sometimes tight time- 
lines of the audit process. One Big Four 
firm is conducting a limited electronic con- 
firmation pilot project in the southeastern 
United States on a concentration of finan- 
cial institutions that subscribe to a major 


service provider’ electronic confirmation 
services. 

To rely on an electronic confirmation 
process, auditors need to be satisfied with 
the integrity of the process. Assurance 
trust services reports or another auditor's 
type II SAS 70 report, while not required, 
can address the operating effectiveness of 
the service provider’s controls over the 
process. 

At least one technology company is 
providing electronic confirmation servic- 
es for cash and loan balances by provid- 
ing an intermediary online link between 
banks and accounting firms. Bank and 
client account information is entered via 
password in a secure, closed system with 
data encryption. ¢ 


MANAGEMENT REQUESTS 
NOT TO CONFIRM 

Management may occasionally request the 
auditor not confirm certain balances or 
other information for seemingly legitimate 
purposes. For example, customers of a 
savings and loan may request not to re- 
ceive monthly statements or related noti- 
fications. Another common reason is a 
disputed balance between a client and the 
intended recipient. 

Such requests from management, 
however, may be a ruse to divert the au- 
ditor’s attention from inappropriate trans- 
actions. An alleged dispute on its own 
might not be an appropriate reason for 
forgoing confirmation. Management rep- 
resentations alone relating to the matter 
would not provide sufficient appropriate 
audit evidence. 

The impact of such a request on audit 
risk is an important factor. Assuming the 
auditor has gathered corroborating evi- 
dence about the reasons not to confirm, 
the auditor should apply alternative pro- 
cedures, such as examining subsequent 
cash collection, assuring that payments 
relate to the receivable balances in ques- 
tion. 

Depending on the risk of material mis- 
statement, nature of balances, and avail- 
ability of audit evidence, the auditor also 
might examine shipping documents (as- 
suming adequate segregation of duties), 
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external customer purchase orders, third- 
party evidence of delivery, sales invoices, 
contracts or other relevant documentation. 

If the auditor is satisfied about having 
applied alternative procedures, there is no 
scope limitation and the auditor's report 
does not need to reference the omission 
of confirmation procedures or the alter- 
native procedures. Relevant alternative 
procedures may be omitted if both con- 
ditions cited in AU 330.31 exist: (1) the 
aggregate nonresponding confirmations, 
projected as being 100% misstated, 
would not affect the auditor’s decision 
about whether the financial statements 
are materially misstated, and (2) the au- 
ditor has not identified any unusual bias 
or commonality to exist among the non- 
respondents. 

The identification of a common thread 
—for example, that nonresponding cus- 
tomers are in a specific sales territory, are 
new customers, or are predominantly con- 
signees—might indicate such a bias. Such 
unusual factors or systemic characteristics 
may not always be evident. 

If management's request that an audi- 
tor not confirm certain balances or other 
information is unreasonable and impos- 
es significant limitations on audit scope, 
the auditor ordinarily would disclaim an 
opinion or withdraw from the engage- 
ment. The auditor may also seek the ad- 
vice of legal counsel. 
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For more information or to make a 
purchase, go to www.cpa2biz.com or call 
the Institute at 888-777-7077. 


CONFIRMING TERMS OF 
UNUSUAL OR COMPLEX 
AGREEMENTS 

AU 316.41 states that the auditor should 
ordinarily presume a high risk of materi- 
al misstatement due to fraud relating to 
revenue recognition. Revenue recognition 
risks can reside in bill-and-hold arrange- 
ments and improper sales cutoff schemes. 


Such confirmations should be addressed to 
personnel familiar with the terms of trans- 
actions, such as the countersignatory, rather 
than lower-level employees. 

“Open” confirmations—those request- 
ing that respondents indicate their under- 
standing of relevant information—may be 
especially useful for confirming transaction 
terms. Exhibit 1 lists some circumstances 


“Round-trip’’or “linked” transactions can be of 
concern in industries for which analysts focus more 
on revenue than on income measures. 


Additionally, management may override 
controls over software sales contracts, as 
seen in the case of Computer Associates In- 
ternational, when material contracts were 
backdated to manipulate sales. 

“Round-trip” or “linked” transactions 
can be of concern in industries for which 
analysts focus more on revenue than on in- 
come measures. Round-trip transactions 
occur when a business or organization 
records seemingly valid sales transactions 
with a customer, but returns the sales pro- 
ceeds to the customer in subsequent pur- 
chase transactions, often in a different 
accounting period. 

In addition to confirming balances, the 
auditor should consider requesting con- 
firmation of the terms of unusual or com- 
plex agreements and the absence of side 
agreements, where there are significant 
revenue recognition risks. Enron used spe- 
cial-purpose entities (SPEs) to avoid con- 
solidation of debt, impaired assets and 
losses. Side agreements compensating out- 
side financiers for losses sustained by the 
SPEs allegedly were not revealed to the au- 
ditors. These side agreements often in- 
volved the issuance of additional Enron 
stock, violating the 3% outside equity re- 
quirement, in place at the time, for non- 


consolidation. 

Knowledge of these facts likely would 
have prompted the auditors to conclude 
that consolidation was a more appropriate 
accounting treatment. The auditors might 
have detected these side agreements by re- 
questing confirmation of their absence. 


that increase the need for confirming terms 
of transactions and the absence of side 
agreements. 


CONFIRMING ACCOUNTS 
PAYABLE AND RELATED-PARTY 
TRANSACTIONS 

Many auditors opt to perform a search for 
unrecorded liabilities, often through the 
end of fieldwork, as an alternative to con- 
firmation of accounts payable. However, 
accounts payable confirmations can be 
effective in detecting round-trip transac- 
tions, especially where the “purchase side” 
of these transactions is not consummated 
until after the end of the purchasing entitys 
fieldwork. 

Where accounts payable confirmations 
are used for such purposes, auditors would 
generally use blank form requests, which 
ask respondents to provide balances. Also, 
it may be effective to ask respondents to 
provide detailed listings of payables bal- 
ances, as well as information about quid 
pro quo transactions involving equal ex- 
changes. 

Fraud risks also may lurk in related-party 
transactions and transactions involving vari- 
able-interest entities. The auditor should 
gain an understanding of the business ra- 
tionale for such transactions and consider 
confirming the terms with other parties to 
the transactions. Also, because management 
may be on both sides of these transactions, 
auditors may want to seek audit evidence 
from intermediaries such as banks, guaran- 
tors, agents or attorneys. ~ 
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Advising 


Private 


n the arsenal of estate planning, private foundations have tradition- 

ally ranked among the big guns. With their relative formality and 

extensive tax rules, they have been considered the province of the 
truly wealthy—people with $1 million or more to dispose of charita- 
bly. The belief that lesser largesse could be better served by donor-ad- 
vised funds and certain types of supporting organizations (see “The Rich 
Truly Are Different,” JofA, April 04, page 32) is changing. 





The Pension Protection Act (PPA) of 2006 
has curtailed many of the tax and other 
advantages enjoyed by those two alterna- 
tive philanthropic vehicles. Today, small 
family foundations with assets under $1 
million make up nearly 60% of all foun- 
dations. One factor driving this growth 
is the unprecedented transfer of wealth 
to the post-boomer generation that has 
begun and is likely to accelerate in com- 
ing years. Often, these small foundations 
are administered by family members, 
who rarely have expertise regarding the 
complex tax regulations involved. 

For all these reasons, developing a 
niche practice in private foundations 
poses growth possibilities for CPA firms, 
according to Holly M. Pantzer, CPA, a 
partner with BKD LLP, one of the 10 
largest CPA and advisory firms in the 
U.S., where her areas of expertise include 
advising private foundations. CPA firms 
are increasingly likely to be advising 
founding benefactors of family founda- 
tions. CPAs can be a valuable resource for 
monitoring compliance with the many 
tax laws unique to private foundations. 
Awareness of the nuances of private 
foundation laws is especially important 
now, given the increased scrutiny of all 
tax-exempt organizations by Congress 
and the IRS. Advisers can help prevent 
inadvertent but costly violations of the 
tax laws peculiar to private foundations. 
Key issues for benefactors considering a 
private foundation include: 

@ Comparisons to other options 
(donor-advised fund or supporting 
organization) 

@ Prohibitions on self-dealing 

M@ Excise taxes on net investment in- 
come 

@ Taxes on undistributed income 

@ Taxable expenditures and expen- 
diture responsibility 

@ Jeopardizing investments and ex- 
cess business holdings 

Private foundations operate exclu- 
sively for religious, charitable, scientific 
or similar activities as described in IRC 
8 501(c)(3) and are exempt from income 
tax but commonly pay excise taxes on 
net investment income and, sometimes, 
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as penalties. They are usually funded by 
a single contributor, such as a family or 
corporation, rather than by the general 
public, as with a public charity. They may 
either directly conduct exempt activities 
(operating foundations) or make grants 
and distributions consistent with their 
exempt status (non-operating founda- 
tions). 

Although private foundations often 
support other tax-exempt charitable or- 
ganizations, a private foundation is not 
what tax law calls a “supporting organi- 
zation.” A supporting organization exclu- 
sively benefits, is controlled by, or oper- 
ates in connection with a public charity. 
Nonetheless, CPAs should be familiar with 
the four types of supporting organizations 
(see Exhibit 1 for resources) when advis- 
ing private foundations. Grants made to 
a Type III non-functionally integrated sup- 
porting organization require additional 
administrative and reporting require- 
ments. In addition, grants to this type of 
supporting organization are not includ- 
ed in qualifying distributions for pur- 
poses of meeting the distribution re- 
quirements. 


PRIVATE FOUNDATION VS. 
DONOR-ADVISED FUND 

CPAs should assist funders in determin- 
ing if a private foundation is the best 
charitable vehicle for their needs. One al- 
ternative to establishing a private foun- 



















General Information 


Supporting Organizations 


336&navitemNumber=5337 


Donor-Advised Funds 
5275&navitemNumber=5276 


Self-Dealing 


Expenditure Responsibility 


dation is to establish a donor-advised 
fund with a sponsoring organization. 
Donors make contributions to sponsor- 
ing public charities. These funds are sep- 
arately accounted for and associated with 
a named donor. The donor then has a 
reasonable expectation of being able to 
advise the sponsoring organization as to 
the distribution of these funds. The 
donor's role must be advisory, and the 
sponsoring organization must exercise 


EXECUTIVE SUMMARY 


Council of Foundations, www.cof.org 

Foundation Center, www.foundationcenter.org 
Internal Revenue Service, www.irs.gov 

National Center for Family Philanthropy, www.ncfp.org 


IRS, www.irs.gov/charities/article/0,,id=137609,00.html 
Council of Foundations, www.cof.org/Learn/content.cfm?ItemNumber=5 


Council of Foundations, www.cof.org/Action/content.cfm?ItemNumber= 


IRS, www.irs.gov/charities/foundations/article/0,,id=137679,00.html 


Sample reporting templates, www.cof.org/members/content.cfm?Item 
Number=624&navitemNumber=2724 








full control and variance powers over the 
donated funds. 

The conventional wisdom has been 
that donor-advised funds may offer lower 
administrative costs than private foun- 
dations; however, this is not necessarily 
true. A remaining benefit of a donor-ad- 
vised fund is that, unlike private foun- 
dations, they are not subject to excise 
taxes on net investment income. Since 


passage of the PPA, however, they are sub- % 


@ Small family private founda- 


tions are growing at a rate of six 
_ per day. This indicates a growing 
probability that CPA firms will be 
advising benefactors of family 
foundations. It is vital that CPA 
firms understand the complex tax 
rules related to private foundations. 
@ Private foundations are not al- 
lowed to engage in transactions 
with “disqualified persons,’ which 
include foundation managers and 
- substantial contributors, even if the 
transaction is conducted at fair 
market value. 
® Excise tax on the net invest- 
- ment income of private founda- 


tions is assessed at 2%. Howev- 
er, the rate is lowered to 1% for 
years in which the private founda- 
tion makes qualified expenditures 
in excess of the prior five-year 
rolling average qualified expendi- 
ture ratio plus 1% of current-year 
net investment income. 

@ The minimum annual distri- 
bution of private foundations is 
roughly 5% of the average month- 
ly fair market value of assets. Dis- 
tributions in excess of this amount 
may be carried forward for five 
years to offset future required an- 
nual distributions. 

© Private foundations must pay 


an excise tax on “taxable expen- 
ditures.’ In general, these expendi- 
tures are made for any purpose 
other than religious, charitable, sci- 
entific, literary, educational or other 
public purposes. To ensure grants 
made to organizations other than 
public charities or exempt operating 
foundations are not classified as 
taxable expenditures, a private foun- 
dation must exercise expenditure 
responsibility. 

& Private foundations are noi al- 
lowed to invest in risky invest- 
ments, unless the investments are 
related to the exempt purpose of 
the foundation. Private foundations 


are also not allowed to invest in a 
business enterprise if the com- 
bined ownership interest of the pri- 
vate foundation and all disqualified 
persons exceeds 20% of the busi- 
ness enterprise. 
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at the University of Colorado at Col- 
orado Springs. Timothy R. Yoder, 
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of accounting at Mississippi State 
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spectively, are bmcallis@uccs.edu 
and try1 1 @msstate.edu. 
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ject to penalty taxes simi- 
lar to those on _ private 
foundations (see “Donor- 
Advised Funds: Preparing 
for Closer Scrutiny,” JofA, 
Jan. 08, page 28). 

Two major advantages 
of donor-advised funds 
survived the PPA, how- 
ever. First, while de- 
ductible cash contribu- 
tions to donor-advised 
funds are limited to 50% 
of a taxpayers adjusted 
gross income (AGI), de- 
ductible cash contributions to a private 
foundation are limited to 30% of a tax- 
payers AGI. Second, the deduction for 
long-term capital gain property other 
than publicly traded securities con- 
tributed to a private foundation is limit- 
ed to the donor's basis in the property, 
while gifts of similar property to a donor- 
advised fund is not subject to the same 
limitation. Depending upon the donor's 
circumstances and assets, these could be 
major considerations if a substantial por- 
tion of a donor’s wealth consists of close- 
ly held stock. 

It is difficult to establish a contribu- 
tion threshold at which a private foun- 
dation is preferable to a donor-advised 
fund. The fact that two-thirds of family 
foundations have less than $1 million in 
total assets indicates that this threshold 
is below $1 million for many donors. 


AVOID CONFLICTS OF INTEREST— 
TAXES ON SELEDEALING 

CPAs should be aware that private foun- 
dations are generally not allowed to en- 
gage in transactions with “disqualified 
persons.” Such persons include founda- 
tion managers—an officer, director or 
trustee of the foundation—or substantial 
contributors. Family members of those 
persons also may be disqualified. A sub- 
stantial contributor is one whose cumu- 
lative contributions exceed the greater of 
$5,000 or 2% of the total cumulative 
contributions received by the foundation 
from the date of its creation through the 
end of the tax year. Since the self-dealing 


The estimated 
number of grant- 
giving foundations 
increased from 


40,100 in 1995 
to more than 
71,000 in 2005. 


Source: Foundation Center, 
www.foundationcenter.org. 





rules take effect on the 
day the person’s cumula- 
tive contributions be- 
come “substantial,” it is 
important for founda- 
tions to continually 
monitor contributions 
against the threshold. The 
following transactions 
with a disqualified person, 
with certain exceptions, 
are considered to be “self- 
dealing acts” subject to po- 
tentially high excise taxes 
under IRC § 4941: 

m Sales or exchanges of property 

@ Leases 

@ Loans 

m Providing goods, services or facil- 

ities 

m Paying compensation or reim- 

bursing expenses 

m@ Use of income or assets of the foun- 

dation by a disqualified person 

m Certain payments of money or 

property to government officials 

Excise taxes of 10% and 5% of the 
amount involved in each act of self-deal- 
ing are assessed, respectively, against a 
disqualified person and, if he or she was 
aware it was an act of self-dealing, a par- 
ticipating foundation manager. If-the 
transaction is not corrected in a timely 
manner, additional taxes of 200% and 
50% are assessed against the disqualified 
person and the foundation manager, re- 
spectively. Excise taxes are assessed on 
the “amount involved” in the transaction, 
which is generally the greater of the fair 
market value of cash and property either 
given up or received by the private foun- 
dation. 

Excise taxes may be imposed even if 
the self-dealing transaction is at “arm’s- 
length.” A disqualified person is allowed 
to provide property to a private founda- 
tion free of charge. However, if a dis- 
qualified person provides property for a 
price to a private foundation, the entire 
transaction is considered self-dealing. 

Disqualified persons are allowed to 
receive compensation for personal serv- 
ices provided to private foundations if 


those personal services are reasonable 
and necessary. An excise tax may be as- 
sessed, however, on any compensation or 
expense reimbursement deemed exces- 
sive. Moreover, not all services provided 
by a person are necessarily considered 
personal services within the meaning of 
the exception. Therefore, a foundation 
should document the job duties and 
workload of the disqualified person as 
well as compensation paid to persons 
with similar duties and workloads at sim- 
ilar foundations. According to Pantzer of 
BKD LLP this is particularly important at 
small family foundations where second- 
and third-generation family members are 
being compensated. 

The tax laws and regulations appli- 
cable to private foundations cannot be 
navigated by a reasonableness standard. 
The laws were written to be restrictive 
and completely eradicate certain prac- 
tices of wealthy donors. It is often not rel- 
evant if a transaction benefits the foun- 
dation at the expense of a disqualified 
person. Almost always, a transaction be- 
tween a private foundation and a dis- 
qualified person will be considered self- 
dealing. See IRC § 4941 and sources in 
Exhibit 1 for examples. 


MINIMIZE THE TAX CRUNCH— 
TAX ON NET INVESTMENT 
INCOME 
CPAs can help private foundations mini- 
mize taxes by understanding the dual rate 
structure of the excise tax on net invest- 
ment income. Net investment income of 
private foundations is generally taxed at 
2%. However, the rate is reduced to 1% if 
qualifying distributions exceed current- 
year average monthly FMV of investments, 
plus or minus certain adjustments, multi- 
plied by the average distribution ratio for 
the prior five years, plus 1% of current- 
year net investment income. Net invest- 
ment income is gross investment in- 
come, including capital gains, less 
ordinary and necessary expenses in- 
curred in the production of the invest- 
ment income. 

Halving your client’s tax liability is 
always a worthy goal, but at least two 
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factors can make it difficult to apply the 
formula. First, if the foundation’s port- 
folio includes mutu- 
al funds, the founda- 
tion has little control 
over timing of realized 
capital gains and loss- 
es, which can make 
income more difficult 
to predict. Second, all 
else being equal, the 
formula requires a 
slow but steady year- 
to-year increase in 
giving to qualify for 
the reduced tax on net 
investment income. 
This may deter a foun- 
dation from making 
a significantly higher 
payout in years when 
special philanthropic 
needs are especially high. 


SPEND IT—TAXES ON 
UNDISTRIBUTED INCOME 

Private foundations are required to pay out 
their “required distributable amount” each 
year or pay a 30% excise tax on whatever 
portion of it has not been distributed 
within a year. Any portion undistributed 
after two years is subject to an addition- 
al 100% tax. If a foundation distributes 
more than is required, it may carry for- 
ward the excess to offset future amounts 
for up to five years. The required dis- 
tributable amount is equal to the foun- 
dation’s minimum investment return, de- 
fined as 5% of the average monthly FMV 
of total assets, plus or minus certain ad- 
justments. 

A foundation may use any reasonable 
method for valuing total assets, including 
market quotations and appraisals. Fair 
market value must be recalculated each 
year, except for investments in real estate, 
which must be valued by independent ap- 
praisal no less than every five years. Al- 
lowed adjustments include reductions for 
acquisition indebtedness, cash held specif- 
ically for charitable activities, and taxes on 
investment income. See IRC 8 4942. 

Qualifying distributions are grants to 


One-third of all 
family foundations 
have less than 
$250,000 in as- 
sets, and nearly 
two-thirds have less 


than $1 million. 
Overall, small family 
foundations are 
growing at a rate of 
about six per day. 


Source: Baltimore Sun, Feb. 23, 2007. 





accomplish the foundation’s charitable 
purposes and may include reasonable 

and necessary .adminis- 
trative expenses and 
amounts paid to acquire 
assets used in carrying 
out the charitable pur- 
poses. Depreciation ex- 
pense, excise taxes, and 
investment expenses are 
excluded. 


SPEND IT PROPERLY 
—TAXABLE 
EXPENDITURES 
Taxable expenditures are 
certain payments incon- 
sistent with a foundation's 
charitable purposes. Offi- 
cers of foundations prob- 
ably understand the pro- 
hibitions on funding po- 
litical propaganda or lobbying of legis- 
lators. However, they may not know that 
a grant to an individual for study, travel 
or “similar purposes” is also forbidden 
unless the grant meets any of several con- 
ditions of IRC § 4945(g). Taxable ex- 
penditures could bring on a 20% excise 


tended charitable purpose. 


ignated for charitable purposes. 


Pre-grant inquiry. A limited inquiry that provides basic information about 
a grantee organization and reasonable assurance that a grantee is capable 
of fulfilling the charitable purposes of a grant. 

Written grant agreement. A written commitment signed by an appropri- 
ate officer of the grantee organization that includes spending and report- 


tax, with an additional 100% if not cor- 
rected upon notice or assessment. The 
penalties might not stop there. Founda- 
tion managers who knowingly, willfully 
and without reasonable cause agree to 
any taxable expenditure are subject to an 
initial tax of 5%, up to a maximum ag- 
gregate of $10,000. 

Foundations must also be careful 
when making grants to organizations that 
are not public charities. A foundation 
must exercise “expenditure responsibil- 
ity” with regard to grants made to non- 
public charities to avoid classification of 
the grants as taxable expenditures. 

Foundation managers with responsi- 
bility for approving expenditures of any 
type should have a comprehensive un- 
derstanding of the complex rules associ- 
ated with taxable expenditures. Expen- 
diture responsibility requires extra 
administrative and reporting measures 
(see Exhibit 2) to ensure a grant is spent 
only for the intended purpose and not 
for private or political gain. 

Private foundations should consider 
two additional measures to prevent tax- 
able expenditures. First, all expenditures 


with possible political implications % 

















ing responsibilities and an agreement to use grant funds only for the in- 


_ Reports from grantees. Grantees must file reports with a granting private 
foundation on the use of grant funds, compliance with the terms of the 
grant, and the progress made toward achieving the intended charitable pur- 
_ pose of the grant. Both annual reporting and a final report are required 
_ from the grantee. In addition, grantees that are not organizations described 

in IRC § 501(c)(3) must maintain grant funds in a separate account des- 


Reports to the IRS. A foundation must report each grant with expendi- 
ture responsibility on its annual IRS Form 990-PF return. 
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The CPA should: 


m Ensure the client keeps a “real- 
time” list of disqualified persons. 

m Advise private foundations with 
professional managers and paid 
trustees on issues regarding rea- 
sonable compensation. 

m@ Educate private foundations 
about transactions that may be 
considered self-dealing acts and 
taxable expenditures. 

@ Help private foundations qualify 
for the 1% tax on net investment 
income. 

m Assist private foundations with. 

_ determining average fair market 
value of total assets used to cal- 
culate minimum investment re- 
turn. Certain types of assets may 
require expertise in appraisal or 
other valuation techniques. 

@ Help private foundations meet 
expenditure responsibility re- 
quirements, when applicable. 

m Educate 
about jeopardizing investments 


private foundations 


and excess business holdings. 

@ Help private foundations main- 
tain the proper records to meet 
IRS reporting requirements. 


should be carefully scrutinized to ensure 
they are not associated with lobbying for 
specific outcomes to legislation. Foun- 
dations should be aware of the various 
exceptions that allow for political ex- 
penditures to be excluded from taxable 
expenditures. Second, foundations 
should verify the status of public chari- 
ties requesting a grant by checking the 
IRS Business Master File, available at no 
charge at www.irs.gov/taxstats/ 
charitablestats/article/0,,id=97186,00. 
html. Guidestar has also incorporated in- 
formation from the Business Master File 
into its fee-based Charity Check service 


(available at www.guidestar.org/ 
create User.do?requestUrl=/services/ 


cc.jsp). 


INVEST APPROPRIATELY— 
TAXES ON JEOPARDIZING 
INVESTMENTS AND EXCESS 
BUSINESS HOLDINGS 

CPAs with private foundation clients 
need to understand the investments in- 
cluded in the private foundation's port- 
folio to prevent excise taxes on jeopard- 
izing investments. A 10% excise tax on 
each jeopardizing investment may be as- 
sessed against both the private founda- 
tion and the foundation manager (if the 
manager is willfully involved) for each 
year in which the jeopardizing invest- 
ment is held. If the investment is not re- 
moved from jeopardy, additional excise 
taxes of 25% and 5% may be imposed 
upon the foundation and foundation 
manager, respectively. 

A jeopardizing investment shows a lack 
of reasonable business care and prudence 
in providing for the short-term and long- 
term needs of a foundation in carrying out 
its exempt purpose. Although no single in- 
vestment category is specifically consid- 
ered jeopardizing, the following invest- 
ment types should be considered only as 
part of a well-rounded portfolio: 

m Trading in securities on margin 

m Trading in commodity futures 

@ Investing in working interests in oil 

and gas wells 

m Buying puts, calls and straddles 

m@ Buying warrants 

m Selling short 

Program-related investments made by 
a foundation are never considered to be 
jeopardizing investments, even if the in- 
vestment is income-producing or is con- 
sidered high-risk. Program-related in- 
vestments are made primarily to 
accomplish a foundation’s exempt pur- 
poses rather than to produce income or 
capital appreciation. 

Example. Two hypothetical private 
foundations, the Claire Foundation and 
the Hazel Foundation, recently made 
high-risk business loans to entrepreneurs 
interested in opening a shopping center 


in a very poor neighborhood. The pri- 
mary exempt function of the Claire 
Foundation is to provide grants for world 
health initiatives, while that of the Hazel 
Foundation is to promote small business 
growth in economically disadvantaged 
communities. 

The loans are directly related to the ex- 
empt purpose for the Hazel Foundation 
and, therefore, may be considered pro- 
gram-related investments. However, for 
the Claire Foundation, the loans may be 


a eae eee 
AICPA RESOURCES 


Articles 

w “Donor-Advised Funds: Preparing for 
Closer Scrutiny,’ JofA, Jan. 08, page 28 

@ “The Rich Truly Are Different,’ JofA, April 
04, page 32 

g “IRS Bite Beginning to Mirror Its Bark?’ 
The Tax Adviser, Aug. 07, page 439 


Conference 

AICPA Conference on Tax Strategies for 
the High-Income Individual, May 8-9, 
Las Vegas 


For more information or to register, go to 
www.cpa2biz.com or call the Institute at 
888-777-7077. 


OTHER RESOURCES 

IRS forms and publications 

IRS Publication 557, Tax-Exempt Status 
for Your Organization 

@ IRS Publication 578 (discontinued), Tax 
Information for Private Foundations and 
Foundation Managers 

IRS Instructions for Form 990-PF, Return 
of Private Foundation or Section 
4947(a)(1) Nonexempt Charitable Trust 
Treated as a Private Foundation 

IRS Instructions for Form 4720, Return of 
Certain Excise Taxes Under Chapters 41 
and 42 of the Internal Revenue Code 


Publications 

@ Foundation Growth and Giving Estimates: 
Current Outlook, Foundation Center, 2007 
m Pension Protection Act of 2006: Law, 
Explanation and Analysis, CCH Inc., 2006 
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considered jeopardizing investments, 
since they do not significantly further its 
specific exempt purpose. The Claire 
Foundation and its managers need to as- 
sess whether reasonable business care 
was exercised in providing the loans. 

Finally, the combined holdings of a 
private foundation and its disqualified 
persons are limited to 20% or less of the 
voting interest of a business enterprise. 
As a result, private foundations are not 
allowed to own a voting interest in busi- 
ness enterprises in which disqualified 
persons own 20% or more of the voting 
interest. Foundations may be allowed to 
increase ownership up to 35% if a third 
person not considered a disqualified per- 
son has effective control over the busi- 
ness enterprise in question. A de minimis 
rule allows a private foundation, togeth- 
er with all other private foundations, to 
own up to 2% of the voting stock or out- 
standing shares of all classes of stock of 
a corporation. 


AICPA Software 


The Challenge: 

Sarbanes Oxley 

New Risk Assessment Standards — 
SAS 112 — Internal Control 


Are You Compliant? 

You will spend considerable time and 
energy facing the challenge of recent 
requirements. Why not consider a 
new software product that can help? 


ConirolsDoc™ is a flexible software 
tool designed for PC use that helps 

you more efficiently and effectively 
document your internal controls. 

A major contributor to its development 
is Lyn Graham, CPA, a former member 
of the AICPA Auditing Standards Board 
and the “404” Implementation 

Task Force. 


A Guided Process 
e Structured around the COSO 
framework 


Customizable 
e Can be tailored to your 
specific situation 


Easy to Use 
e COSO based defaults to help 
you get going fast 


REPORTING REQUIREMENTS 

Private foundations are required to file IRS 
Form 990-PF by the 15th day of the fifth 
month following the accounting year-end. 
The 990-PF includes financial and nonfi- 
nancial reporting components. The finan- 
cial reporting component includes an 
analysis of revenues and expenses, a bal- 
ance sheet and calculation of excise taxes 


holdings and self-dealing. Consulting with 
a client is imperative to determining how 
much to disclose as well as where best to 
disclose it on the relevant tax form. 
Given the variety of complex tax reg- 
ulations and reporting requirements faced 
by private foundations, CPAs can be an im- 
portant resource in providing valuable ex- 
pertise and advice. But as this overview 


CPAs need to understand the investments included 
in the private foundation's portfolio to prevent 
excise taxes on jeopardizing investments. 


on net investment income. The nonfinan- 
cial reporting component includes disclo- 
sures about self-dealing, undistributed in- 
come, taxable expenditures, expenditure 
responsibility, jeopardizing investments 
and excess business holdings. According 
to Pantzer, disclosure is crucial on certain 
items, including compensation, business 


shows, many situations could call for a 
specialist in this area. Thus, setting your 
clients’ foundation on a firm footing—or 
helping them choose a different vehicle— 
and keeping it safe from potentially high 
penalties is a matter for thorough analysis 
of their philanthropic needs, goals and 
abilities. % 


ControlsDoc* is designed for smaller 
public companies, non-public 
companies and entities (private 
companies, not-for-profit entities and 
governmental units) and auditors of 
public and private entities. 
ControlsDoc* will save time and effort 
with an approach that is: 


COBRE & 


GROUP 


Watch the ControlsDocs" Demo 
| For more details — and to take a look ata 
ControlsDocs" demo to see how the software 
| can work for you — visit www.cpa2biz.com 
| and enter “ControlsDoc” into the search field. 


Www.cpa2biz.com 
888.777.7077 
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Endorsed by the AICPA and issued by 
The Prudential Insurance Company of America 





Make your membership work 
for you—and your family 





Apply online at www.cpai.com/spouse 





Spouse Life Insurance is issued by The Prudential Insurance Company of America, 751 Broad Street, Newark, NJ 07102. Contract Series 83500. 
contact Aon Insurance Services, the Plan Agent, at 800-223-7473. 
IFS-A114463 


Your AICPA membership offers you access to high quality, 
affordable term life insurance. But did you know your 
membership extends the same opportunity for term life 
insurance on your spouse? 


Even more protection for your family 


The Spouse Life Insurance Plan, with coverage issued by 





The Prudential Insurance Company of America, offers term 
life insurance for spouses of AICPA members. Coverage is 
available at our affordable rates, and with most of the same 
optional features that AICPA members have on their own 
coverage. 


With Spouse Life, you'll have increased financial protection, 
should your spouse die. And because we believe this protection 





is so important, your spouse is eligible for coverage even if you 


don't participate in an AICPA insurance plan yourself. 


If you enroll in the Spouse Plan, you'll receive: 
e Up to $2 million of Spouse Life coverage 


e The same affordable rates offered under the 
CPA Life Plan 


e ‘The opportunity for cash refunds paid by the Trust, 
which are paid out of premium refunds received by the 
Trust from Prudential. Although not guaranteed, cash 
refunds on Spouse coverage have been paid every year 
since 1988 and can lower your costs even further. 


e Select Status rates for spouses 45-79 years old, which 
can lower your cost of coverage by 25%-50% 


American Institute of Certified Public Accountants Insurance Trust 
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ecent events such as the massive trading losses at Société Générale, 

the subprime lending crisis and product recalls associated with 

Mattel’s international toy manufacturing operations continue to 
shock financial markets and negatively impact shareholder value. 


These events have also fostered rising ex- 
pectations for boards of directors to exert 
greater oversight of their organizations’ risk 
management processes, leading in turn to 
the growth of enterprise risk management 
(ERM) as a strategic planning tool. 

Not only are key stakeholders pressur- 
ing boards to get a better handle on man- 
agement’ process for identifying, assessing 
and responding to specific risks, but stake- 
holders are also expecting boards to more 
effectively anticipate far-horizon risk expo- 
sures and to continually monitor those risks 
to ensure that strategic and operational de- 
cisions remain aligned with the organiza- 
tions risk appetite. In response, more 
companies are turning to ERM. 


BOARD'S ROLEIN RISK 
OVERSIGHT 
Deloitte’s Global Risk Management Survey 
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(5th edition) reports that 70% of financial 
institutions participating in the survey 
place oversight responsibility for risk man- 
agement with the board of directors, up 
from 59% in 2004 and 57% in 2002. This 
increase was due in part to emerging reg- 
ulations, such as the New York Stock Ex- 
change’s 2004 Final Corporate Governance 
Rules that require audit committees to dis- 
cuss and monitor risk management 
processes and Standard & Poor’ 2007 pro- 
posed scoring of ERM quality as part of the 
rating agency’ credit evaluations (see de- 
scription in Exhibit 1). 

Boards are also beginning to embrace 
their responsibility for oversight of various 
enterprise risks. In the process, many are 
finding that better risk intelligence is a 
significant aid to their strategic planning 
responsibilities. The Conference Board’s 
2006 report, The Role of U.S. Corporate 





Boards in Enterprise Risk Management, 
found that a majority of boards believe 
strategic risks pose the greatest threat to 
the company and that more risk intelli- 
gence would be helpful to them when con- 
sidering risk/return trade-offs as they 
evaluate various strategic alternatives. 


DELEGATION TO AUDIT 
COMMITTEES 

In many companies, boards are assigning 
the additional task of risk oversight to the 
audit committee, despite the audit com- 
mittee’s already lengthy list of responsibil- 
ities related to financial reporting and the 
internal/external audit function. Not only 
are audit committees being charged with 
overseeing managements risk policies and 
guidelines, they are also being asked to dis- 
cuss with management the enterprise’s key 
risk exposures—including those beyond fi- 
nancial reporting related risks. The Con- 
ference Board’s recent analysis of Fortune 
100 audit committee charters found that 
66% place risk responsibility on the audit 
committee, in manners similar to the ex- 
amples illustrated in Exhibit 2 for 
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Reynolds American, MasterCard Incorpo- 
rated and Harley-Davidson. 

Audit committees (or other board 
committees) charged with risk oversight 
are placing demands on management for 
more information about risk management 
processes and for up-to-date information 
about management's assessment of key 
risk exposures. Chief financial or ac- 
counting officers are often taking the lead 
in risk management efforts internally. The 
Conference Board's 2006 report, based on 
interviews of board members of U.S. pub- 
lic companies, found that the CFO was 
the executive most frequently cited by di- 
rectors as being responsible for informing 
the board on risk issues—with more than 
70% reporting this relationship. Howev- 
er, in growing numbers, organizations are 
creating chief risk officer (CRO) positions 
to serve as the risk leader or “champion,” 
while others are creating executive-level 
risk committees composed of the CFO, 
CRO, general counsel, executives in 
charge of strategy and internal audit, or 
other key business unit leaders. 


FORMALIZING RISK 
MANAGEMENT PROCESSES 

The volume and complexities of risks af- 
fecting the enterprise continue to expand, 
and boards and senior executives are in- 
creasingly feeling the pressure to respond. 
In fact, Ernst & Young’s 2006 report, Board 





Members on Risk, finds that 72% of board 
members surveyed believe that the overall 
level of risk that companies face has in- 
creased in the past two to three years, with 
41% indicating that the overall level of risk 
has increased significantly. Executives and 
their boards are realizing that the days of 


2004 its Enterprise Risk Management— 
Integrated Framework that outlines eight 
critical components of effective enterprise 
risk management (see exhibits 3 and 4). 
While the embrace of ERM is largely in 
response to emerging expectations for 
greater risk oversight, recent data from the 


ERM allows the board and management team 
to make more holistic‘‘risk intelligent” 
strategic decisions. 


managing risks informally or on an ad hoc 
basis are no longer acceptable and that their 
current controls are inadequate in today’s 
rapidly evolving business world. This is 
consistent with IBM’s Global CFO Study 
2008 that reported 62% of enterprises with 
revenues over $5 billion have encountered 
a major risk event that substantially effected 
operations or results in the last three years; 
and nearly half (42%) stated that they were 
not adequately prepared. 

In response, many boards have adopt- 
ed ERM as a process to develop a more ro- 
bust and holistic top-down view of key 
risks facing the organization. To help 
boards and management understand the 
critical elements of an enterprise-wide ap- 
proach to risk management, the Commit- 
tee of Sponsoring Organizations of the 
Treadway Commission (COSO) issued in 


EXECUTIVE SUMMARY 


IBM study find that entities that outper- 
form their peers are more likely to have de- 
veloped a more formal risk management 
process. Proponents of ERM stress that the 
goal of effective ERM is not to lower risk. 
Rather, ERM is designed to more effectively 
manage risks on an enterprise-wide basis 
so that stakeholder value is not only pre- 
served, but enhanced. ERM allows the: 
board and management team to make 
more holistic “risk-intelligent” strategic de- 
cisions. 

As boards and executives focus on the 
ERM process, they are thinking more about 
risks affecting the company as a whole. This 
is different from traditional approaches to 
risk management where management typ- 
ically assigns risk oversight responsibilities 
to individual functions or business units 


(often referred to as “silos”). The result ofa 3% 


@ More companies are placing 
oversight responsibility for risk 
management with the board of 
directors. While embracing this 
responsibility, boards are also 
finding that better risk intelligence 
is a significant aid to their strate- 
gic planning responsibilities. 

®& In many companies, boards 
are assigning the additional task 
of risk oversight to the audit 
committee. Audit committees (or 
other board committees) charged 
with risk oversight are placing de- 
mands on management for more 
information about risk manage- 
ment processes and for up-to-date 
information about management's 


assessment of key risk exposures. 
® The volume and complexi- 
ties of risks affecting the enter- 
prise continue to expand. In 
response, many boards have 
adopted ERM as a process to 
develop a more robust and holis- 
tic top-down view of key risks 
facing the organization. 

@ Because an ERM approach 
to risk management involves a 
top-down view of risks, leader- 
ship from senior executives is 
a critical component to an 
effective ERM process. The 
CFO is uniquely positioned to 
lead the overall enterprise risk 
management effort. 


& Most experts argue that 
internal audit’s role should be to 
monitor the effectiveness of 
ERM processes designed and im- 
plemented by senior management. 
& Audit committees are also 
exerting pressure on their 
external auditors to share risk 
information they glean from 
audits of financial statements, 
and the audit of internal controls 
over financial reporting for pub- 
licly traded entities. 

© Implementing ERM is an 
evolutionary process, whereby 
risk oversight improves over time. 


Mark S. Beasley, CPA, Ph.D., is 


the Deloitte Professor of Enterprise 
Risk Management and director of 
the ERM Initiative at North Caroli- 
na State University’s College of 
Management. Bruce C. Branson, 
Ph.D., is the associate director of 
N.C. State’s ERM Initiative and 
teaches undergraduate and gradu- 
ate courses on topics related to 
financial risk management. Bonnie 
V. Hancock, is the executive direc- 
tor of N.C. State’s ERM Initiative. 
Their e-mail addresses are 


mark_beasley@ncsu.edu, 
bruce_branson@ncsu.edu and 
bonnie_hancock@ncsu.edu, 
respectively. 
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Governance Expectations for 
Board Risk Oversight | 


1. Excerpt from the NYSE’s 2004 Final Corporate Governance Rules’ 


Among numerous other responsibilities, duties and responsibilities of 
the audit committee include: 

(D.) discuss policies with respect to risk assessment and risk 
management; 





Commentary: While it is the job of the CEO and senior management to 
assess and manage the company’s exposure to risk, the audit committee must 
discuss guidelines and policies to govern the process by which this is handled. 
The audit committee should discuss the company’s major financial risk expo- 
sures and the steps management has taken to monitor and control such 
exposures. The audit committee is not required to be the sole body responsible 
for risk assessment and management, but, as stated above, the committee 
must discuss guidelines and policies to govern the process by which risk 
assessment and management is undertaken. Many companies, particularly 
financial companies, manage and assess their risk through mechanisms other 
than the audit committee. The processes these companies have in place should 
be reviewed in a general manner by the audit committee, but they need not 
be replaced by the audit committee. 


2. Excerpt from Standard & Poor's PIM Framewark for Assessing ERM 


Practices? 





In November 2007, Standard & Poor’ issued a request for comment 
titled, Criteria: Request For Comment: Enterprise Risk Management Analysis 
For Credit Ratings Of Nonfinancial Companies, that announces S&P's pro- 
posal to expand its analysis of ERM processes as part of its credit rating 
assessments into 17 different industries.* S@P has developed an ERM as- 
sessment framework—the “PIM Framework” denoting Policies, Infra- 
structure and Methodology—to assess the robustness of enterprise risk 
management practices within an entity as part of the credit evaluation 
process. Within the PIM Framework, S@P views “risk governance” as 
the foundation of the evaluation structure. Several components of risk 
governance include activities involving the board of directors, such as: 
@ In consultation with the business, the institution has established risk policies 
that would be approved by the board’s risk committee; 
mw The institution ensures that periodic dialogue takes place among the board, 
business heads, and group risk management on the appropriateness and 
relevance of the various key financial and nonfinancial risk metrics; 
w Ensure that the board is well engaged with ERM initiatives within the 
organization and is to some degree setting the tone. 


1. New York Stock eehanee Final Crete Cuenaee Rules, 2004 owen nyse. Sunes pa 
2. Standard & Poors, Assessing Enterprise Risk Management Practices of Financial Vent 2006 (www2. standardandpoo 
spf/pdf/products/ICR_Article_CriteriaAssessingEnterpriseRisk.pdf). _ 


3. Standard S Poors, Criteria: Request For Comment: Enterprise Risk Management Anas For Credit Ratings of Nonfin 
panies, 2007 (www2.standardandpoors. compen eee article/3,1,1,0 1148449315878. oa 


silo approach is that risks are often managed 
inconsistently or according to each man- 
ager’ personal tolerance for risk. More im- 
portantly, while risks may be managed 
within an individual business unit to ac- 
ceptable levels, those risk responses may 
unknowingly increase or create risks for 
other units within the organization. In the 
end, when risks are managed in silos, the 
result is often an increase (rather than re- 
duction) in net risk for the enterprise. 


SENIOR EXECUTIVE 
LEADERSHIP IN RISK 
MANAGEMENT 

Because an ERM approach to risk manage- 
ment involves a top-down view of risks, 
leadership from senior executives is a criti- 
cal component to an effective ERM process. 
Those who have started down the ERM path 
can attest to the reality that the embrace of 
a holistic view of risks, where risk informa- 
tion is shared transparently across silos with- 
in the organization, requires a significant 
change in culture or mind-set of leaders 
within the enterprise. As employees 
throughout the organization are held ac- 
countable for the ownership of risks with- 
in their areas of responsibility, senior 
executives need to reinforce the importance 
of embracing this new mind-set toward a 
more transparent, enterprise-wide view of 
risk management. 

The CFO is uniquely positioned to lead 
the overall enterprise risk management ef- 
fort. CFOs are intricately involved in pro- 
viding an overall view of the enterprise from 
a financial perspective, which gives them an 
enterprise-wide understanding of key ac- 
tivities driving both financial and operational 
performance. Furthermore, they have an es- 
tablished relationship with the audit com- 
mittee. Thus, as audit committees turn to 
management to strengthen the enterprise's 
approach to risk management, they are nat- 
urally turning to CFOs to jump-start the 
process. 

CFOs are responding to these new chal- 
lenges by first designing basic structures for 
identifying and assessing risks across the en- 
terprise. For many, this begins by defining 
risk terminology or developing common 
definitions of key risk concepts so that risk % 
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The advantages of improved tax compliance processes 
> don't just show up in your company’s bottom line. 


1a. Vertex’s tax software and consulting services aren't just designed to help you save time 
and money while limiting your company’s audit exposure 


1b. They're designed to help your tax department rise to meet new challenges and 
responsibilities. So you can become a more valuable member of the team 


[ | Tax Software | [ | Tax Services [ ] Tax Solutions 
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management approaches are implemented cussion of whether “risk” represents both 
consistently across the enterprise. Providing risk opportunities and risk threats) is often 
clear definitions of risk terms (including dis- _ the required first step. 


Sample Audit Committee Charter 
Discussion of Risk Management 






COSO’'s Definition of eo 
Risk Veneer 





4. Committee of Sponsoring Organizations of the Treadway Commission (COSO), Enterprise Risk Management—Integrated Framework, 
September 2004, www.coso.org, New York, N.Y. 


Second, once risk is defined, senior 
management can then look across the 
organization to identify potential risk driv- 
ers and risk events through surveys, 
interviews, risk workshops and external 
risk scanning to generate an inventory of 
risks affecting the enterprise. 

Third, when risks are identified, lead- 
ers need to ensure that risks are assessed 
consistently across the organization. Risk 
champions at the senior executive level 
need to develop procedures to govern how 
risks are to be assessed, not only from a 
likelihood or probability perspective, but 
also from an impact perspective in order 
to prioritize those risks most important for 
senior executive and board oversight. 

Finally, based on risk rankings re- 
flecting probability and impact assess- 
ments, management is now in a position 
to identify those risks with the greatest 
need for development of an appropriate 
risk response. Senior executives may then 
develop key risk indicators that they can 
include in management information re- 
ports to allow for proactive management 
of these risks on an ongoing basis. Exhibit 
5 provides an example of how an entity 
might define guidelines for probability 
and impact assessments. 

While providing an abbreviated 
overview of the core elements of an ERM 
approach, the above discussion illustrates 
the nature of risk management leadership 
the audit committee or board is expecting 
from senior executives. To assist them in de- 
veloping these procedures, many executives 
are turning to COSO% Enterprise Risk Man- 
agement—lIntegrated Framework to under- 
stand in more depth the critical elements of 
an effective approach to ERM. In addition 
to the COSO framework, many have found 
useful the ERM frameworks illustrated in 
the Australian/New Zealand Standard 
4360, Risk Management, and the United 
Kingdom’ Turnbull report, Financial Re- 
porting Council Internal Control: Revised 
Guidance for Directors on the Combined Code. 


INTERNAL AUDIT’S SEAT AT 
THE TABLE 

While the CFO or other senior executives 
are formally leading ERM efforts, internal 
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“Implementation of the new 
standards may require auditors 
to change their approach and 
perhaps the nature of the audit 
procedures performed. We 
believe that these standards, 
with support from the AICPA, 
will allow members to find ways 
to improve the effectiveness of 


their auait engagements. c 


Chuck Landes, 
AICPA Vice President, 
Professional Standards 


and Services 


New Risk Assessment 


Auditing Standards 


AICPA Guidance and Resources 





The AICPA’s Auditing Standards Board issued eight Statements on Auditing Standards related to 
risk assessment. These Statements provide guidance on assessing and responding to risks of 
material misstatement in a financial statement audit. They also provide guidance on planning and 
supervision, the nature of audit evidence, materiality and evaluating the audit evidence obtained. 


To provide support in implementing the standards, AICPA has developed resources in a variety of 
formats to best meet your needs: 


e Assessing and Responding to Audit Risk in a Financial Statement Audit 
The Audit Guide provides both authoritative guidance and tools to assist in understanding 
and applying the audit risk standards. 
2006 Paperback 1-Year Online Subscription 
012456JA07 WRAXX12JA07 
(log onto www.cpa2biz.com/AlCPAresource for details) 


e Understanding the New Auditing Standards Related to Risk Assessment — Audit Risk Alert 
This Audit Risk Alert highlights key issues, areas of concern and helps identify differences between 
the new audit approach and the current audit approach. 

2006 Paperback 
O022526JA07 


Find implementation guidance and earn CPE credit with: 

e Auditor’s Risk Assessment Process: Tackling the New Risk Assessment SASs 
Ideal for on-site staff training or individual self-study. 
Text DVD/Manual 
732991JA07 182991JAO0O7 


e Risk Assessment Standards — Understanding the Entity and Assessing Risk 
Earn CPE.credit while learning how to implement the changes to your risk assessment process. 
CD-ROM 
738800hsJA07 


Also available in the AICPA store: 
© Risk Assessment Suite of Standards (SAS Nos. 104-111) A handy compilation of all eight standards. 
2006 Paperback 060704JA07 


For more information on AICPA’s resources for implementation 
guidance and to order, visit: 


Www.epa2biz.com/risk 


888.777.7077 
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audit plays a major role in supporting the 
process. In many cases, general audit ex- 
ecutives who lead the internal audit func- 
tion have been the first to take the lead in 
the launch of ERM. In fact, a 2005 study 
reported in Internal Auditor (conducted by 
one of the authors of this article) found in 
a survey of general audit executives that 
most have informally served as the chief 
risk officer when the organization had not 
formally designated an individual to serve 
in that role. When the entity has a CRO, 
the study found a great deal of interaction 
between the general auditor and the CRO, 


COSO 


with 77% indicating their interactions 
range from regular to very close. 

While internal audit is naturally in- 
volved in risk management activities, an 
Institute of Internal Audit position paper, 
The Role of Internal Auditing in Enterprise- 
wide Risk Management, indicates that there 
are specific roles internal audit function 
should and should not assume through- 
out the ERM process. According to the 
position paper, internal audit should pro- 
vide core roles in giving assurance on risk 
management processes, giving assurance 
that risks are evaluated correctly, evaluat- 


; Eight Components of 


Enterprise Risk Manager ent : 


. Internal Environment. The internal environment srecmices iene . 


of an organization and sets the basis for how risk is viewed and 
addressed by an entity’s people, including risk management philosophy 
and risk appetite, integrity and ethical values, and the environment in 


which they operate. 


. Objective Setting. Objectives must exist before management can 
identify potential events affecting their achievement. Enterprise risk 
management ensures that management has in place a process to set 
objectives and that the chosen objectives support and align with the | 
entity’s mission and are consistent with its risk appetite. - 


. Event Identification. Internal and external events affecting achievement 
of an entity’ objectives must be identified, distinguishing between risks 
and opportunities. Opportunities are channeled back to aaa ent 
strategy or objective-setting processes. 

_ Risk Assessment. Risks are analyzed, considering likehihoed and © 
impact, as a basis for determining how they should be managed. Risks - 
are assessed on an inherent and a residual basis. 

. Risk Response. Management selects risk responses—avoiding, accept- 
ing, reducing or sharing risk—developing a set of actions to align risks 
with the entity’s risk tolerances and risk appetite. 

. Control Activities. Policies and procedures are established and imple- 
mented to help ensure the risk responses are effectively carried out. 

. Information and Communication. Relevant information is identified, 
captured, and communicated in a form and time frame that enable 
people to carry out their responsibilities. Effective communication also 
occurs in a broader sense, flowing down, across and up the entity. 

. Monitoring. The entirety of enterprise risk management is monitored 
and modifications made as necessary. Monitoring is accomplished 
through ongoing management activities, separate evaluations, or both. 





ing risk management processes, evaluating 
the reporting of key risks, and reviewing 
the management of key risks. 

But internal audit should not be in- 
volved in developing the risk management 
process for board approval, imposing risk 
management processes, making decisions 
on risk responses, managing identified 
risks, or setting the enterprise’s risk ap- 
petite. Most argue that internal audit’ role 
should be to monitor the effectiveness of 
ERM processes designed and implement- 
ed by senior management. Direct report- 
ing of the internal audit function's 
monitoring activities puts audit commit- 
tees in a position to be more objectively 
informed about the effectiveness of man- 
agement risk management processes, 
including the accuracy and completeness 
of risk information they receive directly 
from senior management. 


EXTERNAL AUDIT AS AN 
INDEPENDENT SOURCE OF KEY 
RISK IDENTIFICATION 

Audit committees are also exerting pres- 
sure on their external auditors to share 


ee 
AICPA RESOURCES 


Web site 
Audit Committee Effectiveness Center, 
www.aicpa.org/audcommctr 


Management Accounting Guidelines 

@ Integrating Social and Political Risk into 
Business Decision Making 

@ The Reporting of Organizational Risks 
for Internal and External Decision Making 
@ /dentifying, Measuring and Managing 
Organizational Risks 


All Management Accounting Guidelines 
may be downloaded for free at 
http://fmcenter.aicpa.org/Resources/ 
Management+Accounting+Guidelines/ 
Available+Management+Accounting+ 
Guidelines.htm. 


OTHER RESOURCES 


Web site 

ERM Initiative at North Carolina State 
University’s College of Management, 
www.erm.ncsu.edu 


ee 
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Exa : ples of : efining Risk Probability 


risk information they glean from audits 
of financial statements and the audit of 
internal controls over financial reporting 
for publicly traded entities. 

Also, for private companies and not- 
for-profit organizations, the external 
auditors are likely to identify key busi- 
ness risks affecting the enterprise in the 
process of understanding the entity and 
its environment now required by the 
Risk Assessment SASs (Statement on Au- 
diting Standards nos. 104-111). 

Auditors of publicly traded companies 
may also identify deficiencies in risk re- 
sponses as they assess the effectiveness of 
internal controls surrounding core busi- 
ness processes that affect financial re- 
porting. Proactive audit committees are 
recognizing the external auditor as a vital 
source of risk information that can assist 
them in challenging the completeness of 
risks identified by management. External 
auditors are recognizing this need and are 
responding with greater dialog about key 
risks when participating in executive ses- 





sions with the audit committee. 


ERM TAKES TIME—SETTING 
REALISTIC EXPECTATIONS 

While boards and senior executives are 
rapidly ramping up their risk oversight 
processes, few entities can claim that 
they have fully developed ERM process- 
es in place. Most recognize that imple- 
menting ERM is an_ evolutionary 
process, whereby risk oversight im- 
proves over time. In fact, a 2007 Con- 
ference Board survey notes that it is fair 
to think of ERM as being in the “ado- 
lescent stage.” Most ERM proponents 
believe there is no “one-size-fits-all” 
approach. As boards and senior man- 
agement strive to make real progress 
toward developing ERM processes into 
more mature business operating models, 
they will need to be patient. Immediate 
success is rare—ERM must be viewed as 
a long-term cultural change, and realis- 
tic expectations must be established for 
its implementation. ~ 


Sometimes You Need A Pro 


If you are ready to sell your 
practice, start with 
Accounting Practice Sales. 
We have thousands of qualified 
buyers waiting to buy a 
practice. It doesn’t have to 
be painful. Call today! 


1-888-847-1040 


www.accountingpracticesales.com 
Free Registration For Buyers 


ACCOUNTING 
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ABOUT THE BENEFITS OF AICPA MEMBERSHIP? 





AICPA gives you the tools, 
resources, and networking 
opportunities you need to achieve 
prestige as a CPA: 


Free subscriptions to print and online 
publications; Special rates on CPExpress 
and Conferences; AICPA Insurance; 
Discounts on Dell, Starwood Hotels, and 
Blackberry products; Bipartisan political 
action committee (PAC); Advocacy for 
CPAs at national, state, and local levels; 
Specialty credentials; Competency Self- 
Assessment Tool (CAT) 


JOIN THE AICPA TODAY! 
> Apply online at 
www.aicpa.org/members/oin.asp 
> Have questions? Call our Member 
Services line at 1-888-777-7077 


ISO Certified 0477-326 
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any CPAs recommend 

that their high-net- 

worth clients use trust- 
owned life insurance (TOL) as the 
cornerstone of their estate plan. In 
addition, many CPAs choose to 
serve as trustees of such trusts. 
CPAs who are considering accept- 
ing a trustee designation should be 
well aware of the hazards inherent 
to the task and make sure they 
have the skills and knowledge to 
take on the challenge, which will 
usually involve some specific 
training in life insurance. 


Even if they shun this weighty re- 
sponsibility, CPAs can still serve criti- 
cal client needs in this area. This article 
is designed to help CPAs decide 
whether to accept the trustee des- 
ignation. If they do accept it or are 
already a trustee, they can assess 
their approach against fiduciary re- 
quirements and best practices. 
With the passage of the Uniform 
Prudent Investor Act in the mid- 
1990s, trustees’ fiduciary duties are 
held to a higher standard than 
under previous law. Many of those 
practices, however, also apply to life 
insurance generally, whether or not 

a trust is involved. 

As trusted advisers, CPAs have an 
obligation to educate their clients 
about the pending crisis in TOLI. A 
real problem looms on the horizon. 
Certain studies have shown that 
more than 25% of nonguaranteed 
flexible TOLI policies will lapse dur- 
ing the insured lifetime (“TOLI Risk 
Management at Litigation Cross- 
roads,” Steve Leimberg’s Estate Plan- 
ning Email Newsletter, no. 1110, April 
12, 2007). You should take the op- 
portunity to work with a competent in- 
surance professional to protect your 
clients’ plans and assist your clients in 
developing a best-practices review for 
their TOLI. 


TrustOwned 
Life Insurance: 










In many cases, CPAs can best serve 
their clients by assisting them with ob- 
taining a competent corporate fiduciary, 
or trust company, to serve as trustee. 
CPAs should also advise clients against 


The CPA\s Role 


Exposures related to 
serving as a trustee 


by Don Deans and 
William B. Nicholson 





choosing as the trustee a family member 
who knows nothing about life insurance. 

Ed Linsley, senior vice president and 
manager of personal trust at Reliance 
Trust Co., recommends evaluating a trust 
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company by how long it has been in busi- 
ness, how much in assets it manages, 
whether it has local representation to 
serve the client, and whether its fees are 
reasonable. Also, inquire whether the 
trust company does business in irrevo- 
cable life insurance trusts (ILITs). If so, 
how many trusts does it administer and 
does it audit them? 


THE POLICY 

Permanent life insurance policies sold over 
the last 25 years have typically been whole 
life or flexible premium nonguaranteed 
policies (universal, variable universal and 
adjustable life products) or a blend of each 
with term insurance. Whole life contracts 
provide for a guaranteed fixed premium, 
death benefit and cash surrender value. 
Universal and adjustable life policies are 
sensitive to the short-term credit rates of- 
fered by the insurance carrier, while vari- 
able life policies are invested in mutual 
fund-like subaccounts. Flexible premium 
insurance contracts provide limited guar- 
antees while affording the policyholder 
flexibility as to the amount and timing of 
premium payments. Unless they are fund- 
ed properly and sufficiently and actively 
managed, the flexible products run the risk 
of terminating with no value and no death 
benefit. 

When the investment subaccount or 
interest rates rise or remain relatively 
constant as compared to the illustrat- 
ed rate, flexible contracts tend to per- 
form reasonably well. However, in re- 
cent years, interest rates have fallen 
sharply and are significantly lower than 
the interest rates illustrated when many 


of these policies were purchased. Sim- 
ilar results occurred for variable poli- 
cies after the stock market downturn 
from 2000 to 2002. Consequently, 


many of these policies are in danger of 


lapsing. 
Let us consider the fate of a variable 
universal policy issued in 1999, for ex- 


Life insurance illustrations are simply 
computer printouts that show various as- 
pects of the policy such as premiums, 
cash values and death benefits under in- 
terest crediting rate assumptions. The in- 
surance company is not required to meet 
these estimates. The only certainty about 
illustrated values is that the policy’s actual 


CPAs can best serve their clients by assisting them 
with obtaining a competent corporate fiduciary, 
or trust company, to serve as trustee. 


ample. The Standard & Poor’s 500 index 
took more than six years (79 months) to 
regain its value from August 2000 to May 
2007. If the premiums were not increased 
to reflect the market losses, the policy 
might have been in serious trouble. Like- 
wise, for a universal life policy issued in 
the early 1980s, the premium was calcu- 
lated with an annual assumed interest rate 
of about 14%. The rate today is 4%. Ac- 
cordingly, if the premium were not in- 
creased substantially, the policy would 
have lapsed. Additionally, most flexible 
premium policy illustrations are calculat- 
ed with the highest interest rate and low- 
est premium allowed. This may increase 
sales but does not help prevent policy 
lapses. 


THE ILLUSTRATION 

How is the policy owner—or a CPA 
trustee or adviser to the policy owner— 
to know if the policy has issues? The orig- 
inal illustration is generally of no help. 


EXECUTIVE SUMMARY 


performance will differ from them as mar- 
kets change. 

Sometimes the annual policy state- 
ment contains footnotes that can high- 
light a problem. Generally, however, the 
only way to know how a policy is per- 
forrning is to order an in-force reprojec- 
tion. The in-force reprojection is a re-il- 
lustration of the policy from the present 
as a projection of values into the future 
based on current mortality costs. For a 
universal life policy, it includes an as- 
sumed interest crediting rate or, for a 
variable universal life policy, the assumed 
subaccount yield. It will determine 
whether the current premium is suffi- 
cient to carry the policy to maturity or 
should be increased. This should be re- 
quested and analyzed annually. 


THE TRUST 
In many cases, the agent never sees the in- 
sured after policy delivery. The policyhold- 


er, not understanding insurance illustrations % 


f& CPAs with specific training 
and understanding of life insur- 
ance in estate planning some- 
times are trustees of trust-owned 
life insurance (TOLI). With the com- 
plexity of many policies, responsi- 
bilities of annual policy review and 
fiduciary duties under the Uniform 
Prudent Investor Act, however, 
many may decide to serve their 
clients by helping them select a 


trust company to handle TOLI man- 
agement and then continue to ad- 
vise the grantor and monitor the 
trust's performance. 


@ Whether the trustee is a CPA or | 


other professional, the trustee 
should ensure premiums are suffi- 
cient to cover any decrease in in- 
terest rate for universal life policies 
or investment subaccount results for 
variable universal life. Shortfalls may 


result in a loan that in the case of a 
policy lapse could cause cancella- 
tion-of-debt taxable income to the 
client. 

& The annual policy review should 
also check for proper crediting of 
premiums and titling of ownership 
and beneficiaries, and evaluate the 
performance of the insurance carri- 


er and the policy, using an in-force 


reprojection. If the policy is under- 


performing, options may include re- 
placing the policy or selling it in a life 
settlement. 


Don Deans, CPA/PFS, CSA, CFS, 
and William B. Nicholson, ChFC, are 
representatives of Capital Investment 
Companies, based in Raleigh, N.C. 
They can be reached by e-mail at 
ddeans @capital-invest.com. 
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and how policies work, oftentimes files the 
policy away, in a lockbox—as if it were 
guaranteed. In the case of a lapsing poli- 
cy with a loan, the policy owner can even 
become subject to income tax due to the 
forgiveness of debt. Likewise, if a trustee 
or grantor forgets to pay the premium or 
assumes no premium is due when in fact 
it is, Most insurance companies will auto- 
matically pay the premium to keep the 
policy in force and then count those pre- 
miums as a loan. The trustee and the 
grantor may be unaware of this loan and 
consequently unaware of the accruing in- 
terest on that loan as well. 

In the estate-planning arena, where 
the use of TOLI is prevalent, life insur- 
ance is often used to provide sufficient 
liquidity to fund estate taxes and final 
expenses. Trustees—even CPAs—of 
ILITs typically are not skilled life insur- 


Additionally, only 28.8% of nonprofes- 
sional trustees had reviewed TOLI with- 
in the last five years. 

Thus, the problem is that the trustees 
have neither the life insurance skills to 
manage TOLI, nor the procedures in place 
to do so. Exacerbating the problem is that 
the insurance agent is no longer involved. 


THE REGULATIONS 

Further compounding the task facing 
trustees is the legislative action involving 
the Uniform Prudent Investor Act (UPIA). 
The National Conference of Commission- 
ers on Uniform State Laws drafted the 
UPIA as a model act in 1994 (see “Put Your 
Trust in Trustees,” JofA, Nov. 98, page 69). 
It has been in force in various forms in the 
majority of states since then. This act holds 
a trustee to a higher level of conduct and 
provides means to enforce those standards. 


Trustees—even CPAs—of ILITs typically are not skilled 
life insurance specialists and do not recognize that a life 
insurance contract is a complicated financial instrument. 


ance specialists and do not recognize 
that a life insurance contract is a com- 
plicated financial instrument. Many 
trustees do nothing more than pay pre- 
miums and send out the Crummey no- 
tices. (Crummey notices give benefici- 
aries the option of demanding 
withdrawal of gifts to the trust before the 
gifts become the property of the trust. 
Without Crummey powers, the donor to 
the trust risks losing the annual gift tax 
exclusion.) 

A recent study in the Journal of Fi- 
nancial Service Professionals (“Trust- 
Owned Life Insurance: Issues Trustees 
Face; Decisions Trustees Need to Make,” 
July 2005, page 39) indicates that any- 
where from 70% to 95% of TOLI had no 
servicing agent. A survey in Trusts and Es- 
tates found that 83.5% of professional 
trustees had no guidelines or procedures 
for handling TOL] and 95.3% had no in- 
vestment policy statement covering 
TOLI (“The Problem With Trusts Own- 
' ing Life Insurance,” May 2003, page 62). 


The trustee must act in a fiduciary capac- 
ity to achieve the objectives stated in the 
trust. 

Additionally, the UPIA implies that 
life insurance should be treated as an 
asset class. This requires the trustee to 
monitor the quality of assets given to 
the trust and to assess the risk tolerance 
of the trust. A CPA who is not a trustee 
can double-check to make sure the 
trustee is performing those duties. If the 
trustee is a family member, then it’s all 
the more advisable for the CPA to play 
a more active role, by advising the fam- 
ily trustee. 

In short, life insurance policies are 
complex financial investments. Life in- 
surance expertise among trustees is lim- 
ited, and regulations involving TOLI 
have become more rigorous. The ques- 
tion now becomes, how do | assist my 
clients with their TOLI? Here is the sil- 
ver lining—the complexity provides an 
opportunity for additional services to 
your clients. 


TRUST INVESTMENT POLICY 
STATEMENT 
Every grantor with a TOLI needs to have 
an actively managed, dynamic review 
process. The trustee must have a docu- 
mented process for TOLI reviews. The re- 
view should begin with a trust investment 
policy statement (TIPS). Only 4.7% of 
TOLI has such a policy statement (see “The 
Problem With Trusts Owning Life Insur- 
ance,” cited above). The TIPS should pro- 
vide a road map for managing the policy. 
Goals and objectives should be estab- 
lished, the criteria for the selection and/or 
replacement of the insurance carrier 
should be included, and an action plan for 
policy evaluation should be delineated. 
The TIPS should also spell out what to 
do if a policy fails to perform. This docu- 
ment provides the foundation for the 
trustee’s responsibilities. 


THE POLICY REVIEW 

For CPAs who are trustees of TOLL, we feel 
that the trust should be reviewed annual- 
ly to protect grantors from unforeseen 
changes and to protect CPAs from legal ex- 
posure resulting from changes in the orig- 
inal scenario. This review should include 
the following steps: 

Administrative review. Ensure that 
premiums are properly and timely credit- 
ed to the policy; check for errors that may 
have been made by the insurance compa- 
ny; and verify that insurance titling (own- 
ership and beneficiaries) is correct. 

Insurance carrier review. The insur- 
ance carrier's financial integrity should be 
evaluated. Economic circumstances 
confirmed by rating agencies may pro- 
vide a higher level of risk than the TIPS 
allows. 

Policy performance review. The trustee 
must consider many factors. At a mini- 
mum, the trustee should order an in-force 
illustration from the insurance carrier. The 
in-force reprojection allows the trustee to 
determine how the policy might perform 
based upon current facts rather than the 
original illustration. The policy should then 
be sensitivity tested using various as- 
sumptions to determine how it might per- 
form with different economic variables. 


oo 
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Obviously, a variable life policy 
should also be reviewed in terms of sub- 
account performance and risk. The 
trustee should consider hiring a money 
manager to monitor the investments 
within the policy. 

At this juncture, the trustee should 
have enough data to determine if the pol- 


purpose of the trust has become obsolete 
and the fair value of the policy exceeds any 
other benefit. 


A FIRM FOUNDATION 

These suggestions will enable you to not 
only solidify your relationship with your 
high-net-worth clients, but will allow you 


The trustee should consider hiring 
a money manager to monitor the investments 


within the policy. 


icy is performing under the TIPS. If it is 
performing, then document your proce- 
dures and perform the review next year. 
If it is not performing, the trustee should 
consider remediation. 

Optimization review. Optimization may 
vary from negotiating with the current in- 
surance carrier to replacing the insurance 
policy, to selling the policy in a life settle- 
ment. Facts in each situation will vary 
based upon the insureds health and eco- 
nomic situation. 

Negotiation with the current carrier 
might include having the carrier lower 
mortality rates based upon current mor- 
tality tables, reducing the death benefits or 
adjusting premium payments. 

If the insured’s health has not 
changed appreciably, the trustee should 
shop the policy. There have been 
changes in mortality, underwriting and 
policy design whereby the insured may 
obtain a new policy with the same or im- 
proved death benefit at substantially 
lower cost. One study indicated that 
there was a 75% chance that with no in- 
crease in premiums, a policy’ face 
amount could be increased 40% or more 
through the acquisition of a new policy 
(American Banker, vol. 163, no. 22, page 
17, Feb. 3, 1998). The insurance indus- 
try is constantly evolving, with new 
products containing new guarantees and 
riders. 

If the insured’s economic or life circum- 
stances have changed, explore a sale of the 
policy in the life settlement market. This 
process should be considered when the 


to market this relationship to other high- 
net-worth clients. 

Life insurance is frequently the bedrock 
upon which a client’ financial estate plan 
is built. We recommend that, if your clients 
have nonguaranteed flexible policies that 
are more than 10 years old, -you and your 
insurance professional contact them to 
begin a best-practices review. You need to 
ensure that their foundation is not on shift- 


ing sand. ~ 
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Success 


by Jean Marie Caragher 


iche marketing has be- 

come a successful strate- 

gy for many CPA firms 
because it identifies target markets 
and resources, distinguishes a CPA 
firm from the competition and 
generates higher profit margins. 
Niche market specialties will 
focus both your firm’s marketing 
program and your marketing pro- 
fessional’s activities by providing a 
foundation for marketing plans 
and goal setting. This article will 
provide you with the keys to suc- 
cessful niche marketing as well as 
niche marketing success stories. 


THE KEYS TO SUCCESSFUL 
NICHE MARKETING 

For purposes of this article, niche markets 
include specific industries (for example, 
manufacturing, real estate), services (for 
example, forensic accounting, business 
valuation), or other buyer groups that have 
distinctive characteristics (for example, 
public companies, family businesses). To 
identify niche opportunities, develop a 
marketing plan that includes the follow- 
ing components: 

Mission statement. A brief statement of 
your firm’ basic purpose. Your mission 
statement should answer the following 
questions: What do we do? How do we do 
it? For whom do we do it? 

Situation analysis. Describes the current 
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status of your firm, the niches you wish to 
pursue, and your competition. 

SMART goals and strategies. SMART 
goals are specific, measurable, attainable, 
realistic and timely. Strategies are the ac- 
tion items that will help achieve your 
goals. For each strategy be sure to include 
the people responsible for implementation 
and deadlines. 


Implementation. Successful niche mar- 

keting plan implementation requires: 

@ Active support from the firm's man- 
aging partner. 

@ Commitment to the plan by the en- 
tire group responsible for imple- 
mentation, including the necessary 
skills. 

@ One person with the ultimate re- 





@ By identifying target markets 
and resources, niche marketing 
can distinguish a CPA firm from its 


competitors while generating high- 
er profit margins. 

@ A well-developed marketing 
plan is the key to successful niche 


sponsibility for implementation. 

@ A client/prospect database. 

@ A system to track prospects, leads, 

proposals, new and lost clients. 

@ Incentives. 

M@ Resources. 

Budget. On average, CPA firms invest 
between 2% and 4% of net revenue on mart- 
keting. 

Develop a niche champion. Without a 
champion you do not have a niche. The 
niche champion has the knowledge of the 
industry or service, is willing and able to 
lead a team, has the respect of the partners, 
and has the desire to become a famous per- 
son. A famous person is known for their in- 
dustry or service expertise, attains leader- 
ship positions in trade organizations, 
knows industry vendors and media, pub- 
lishes articles, and presents seminars and 
speeches. 


FOCUS YOUR MARKETING 
PROGRAM 

Tauber & Balser PC in Atlanta used a niche 
marketing strategy to focus its marketing 
program. After Capstone Marketing con- 
ducted a marketing audit in 2003, several 
niches were identified, including forensic 
accounting, public companies, not-for-prof- 
it organizations, and, subsequently, family 
businesses. Developing these areas along 
with providing marketing training, estab- 
lishing marketing skills by level to guide all 
employees, and implementing a rewards- 
and-recognition program enabled the firm 
to double its revenue in three years to near- 
ly $14 million. 

“Niche marketing is the single most im- 
portant reason for our firm’s growth and 
profitability,” says Mark Murovitz, CPA, 
managing shareholder. 

“Today, firms need to become famous for 


EXECUTIVE SUMMARY 


the specialized services they provide not 
only to remain competitive in the business 
marketplace, but to retain and attract 
staffing talent from a limited pool of human 
resources,” says Leslie Balmforth, CPA, prin- 
cipal and chief operating officer. “Our pro- 
fessional development program focuses on 
developing staff in our targeted niche areas 
by providing the necessary training for cer- 
tifications and designations and the experi- 
ence and opportunities to become special- 
ists.” 

The firm uses a variety of marketing tools 
to promote its niches, including newsletters, 
seminars, publishing articles and network- 
ing. “We know the importance of market 
awareness and getting our name out there,” 
Balmforth says. 

Niche teams regularly meet to review 
the status of marketing programs. Each 
niche has a marketing plan and champion. 
“The challenge of niche marketing is find- 
ing a champion who is committed to mak- 
ing it happen,” Murovitz says. “A lack of 
commitment may occur because CPAs, in 
general, are risk averse. Its easier taking care 
of existing clients rather than going out on 
a limb to develop a new area. You may have 
to go through a few people before you get 
the right one.” 


NICHE TO COMPETE AGAINST 
LARGER FIRMS 

Jay Goldstein, CPA, has witnessed the evo- 
lution of Friedman LLP% real estate practice. 
A partner and chairman of the firm’ real es- 
tate practice, Goldstein joined the firm in 
1969. The firm had a few real estate clients, 
two of which grew into large, prestigious 
real estate developers in New York. Today, 
the real estate niche represents 45% of the 
firm's revenue. 


“In the 1990s we started to look at the % 


marketing and can include, but is 
not limited to, the following com- 
ponents: a mission statement; sit- 
uation analysis; and SMART (spe- 
cific, measurable, attainable, realistic 
and timely) strategies. 

®@ Find a niche champion with 


the industry knowledge (and ex- 
perience), respect of partners and 
the ability to lead a team. If you lack 
champions, consider hiring and/or 
merging with industry specialists. 
@ Focus your marketing pro- 
gram using a variety of marketing 


tools and activities, and implement 
your strategy consistently. 


Jean Marie Caragher is president of 
Capstone Marketing, Chesapeake, 
Va. She can be reached at 
jcaragher@capstonemarketing.com. 
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Reveal Niches With a 
Marketing Audit 


A marketing audit can help identify tar- 
get markets for your firm. A marketing 
audit evaluates various internal and ex- 
ternal components. The most important 
components related to niche marketing 
include: 
Firm profile. Organization charts, 
billing rates, financial statements. 
Partner profile. Partners’ personal 
and professional objectives, firm’s spe- 
cialties, age and tenure with the firm. 
SWOT analysis. Strengths, weak- 
nesses, opportunities and threats. 
Client analysis. Analyze your clients 
by industry, fees, number, historical in- 
formation, fee/growth trends, and how 
they became clients. Create a profile of 
your current client base for the past 
three years including: 
@ Total standard fees 
@ Total net fees 
@ Net fees for each service area 
Chargeable hours for each service 
area 
@ List of clients in descending order 
by fees collected for the past three 
years 
Also, list your clients by SIC/NAIC 
code and include for each client: 
@ Standard fees 
@ Net fees 
@ Standard fees for each service 
area (for example, assurance, tax) 
@ Net fees for each service area 
@ Total chargeable hours 
Chargeable hours for each service 
area 
Your client analysis should also in- 
clude a list of clients by geographical 
location, annual sales, and a list of lost 
clients for the most recent fiscal year 
and the reason for the loss. 





real estate practice as a niche,” explains 
Goldstein. “We did some rudimentary mar- 
keting, placing ads in trade magazines, join- 
ing industry associations, writing articles 
and giving speeches. We started to formal- 
ize our niche marketing efforts in 1999 
when Carol Schrager joined Friedman LLP 
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as director of marketing.” 

“Our marketing efforts are now more 
planned,” he continues. Friedman LLP 
sponsors three seminars per year, ex- 
hibits in five trade shows annually, ad- 
vertises in real estate publications, and 
participates in local and national trade 
associations. New business opportunities 
and other marketing statistics are regu- 
larly tracked. 

“We take pride in being able to compete 
against larger firms,” Goldstein says. “Medi- 
um-sized firms can show their expertise in 
a niche area without having a client sub- 
jected to the bureaucracy of larger firms. 
Niche practices focus on smaller areas and 
growing the practice. 

“Niche marketing has had a significant 
impact on our firm,” he says. “It focuses the 
marketplace on Friedman LLP. To really 
grow a niche, know the problems your 
clients face, provide suggestions regarding 
accounting, tax, and organizational issues— 
how they run their businesses. It’s far bet- 
ter today not to be a jack-of-all-trades but 
to be a firm with particular expertise in a 
number of significant areas.” 


NICHE BASED UPON EXPERTISE 

Gorfine, Schiller & Gardyn PA, in Owings 
Mills, Md., had much expertise in charita- 
ble work, not-for-profit organizations and 
unions. “Not-for-profit is a niche we were 
comfortable in,” says W. James Schiller, CPA, 
the firm's co-founder and not-for-profit 
niche champion. “It was natural to pursue 
this niche since we had a lot of experience.” 

About 15% of Gorfine, Schiller & Gar- 
dyn PAs net revenue is generated from the 
not-for-profit niche. The niche grew by 30% 
in 2007 and the number of requests for pro- 
posals increased to nearly 30 in 2007 from 
a handful in 2004. The average client fee is 
more than $10,000. “Not-for-profit is the 
first we can call a niche,” Schiller says. 
“We've targeted clients and started to pro- 
duce results.” 

How is this being done? Beth Finglass, 
director of marketing, works with a not-for- 
profit team of eight to 10 members, who 
provide ideas and feedback for the market- 
ing program. A variety of marketing tools 
are used, including participation in and 


teaching classes for the Maryland Associa- 
tion of Nonprofit Organizations, writing ar- 
ticles, sponsoring seminars, publishing a 
newsletter, hosting “meet and greets” with 
attorneys and bankers, limited advertising, 
and serving on not-for-profit boards of di- 
rectors. 

“You have to come up with a plan,” Fin- 
glass says. “Figure out who you are target- 
ing. What type of clients are you going after? 
How will you get in front of them?” 

Gorfine, Schiller & Gardyn has rede- 
fined its not-for-profit target over the years, 
now focusing on those with $500,000 or 
more in total assets. “We've targeted the larg- 
er not-for-profits that need audit work,” 
Schiller says. “There are many not-for-prof- 
it organizations and unions in the Baltimore 
area.” 


DEVELOPING NICHES THROUGH 
MERGERS 

You may identify potential niches for your 
firm but lack the champions. Hiring and/or 
merging industry specialists is an effective 
strategy. That is what happened seven years 
ago at Schenck Business Solutions in Ap- 
pleton, Wis. Ken Zacharias, CPA, joined 
Schenck with the merger of Shinners Hu- 
covski & Co.; and Mark Spaeth, CPA, MST, 
joined Schenck with the merger of Aronson 
Schroeder & Co. Zacharias and Spaeth are 
the co-team leaders of Schenck’ real estate 
and construction niche. 

“They spearheaded and set the example 
of how valuable it is to specialize,” says 
Diane Roundy, MBA, director of business 
development. “Our shareholders now see 
the magic about specialization.” 

“Niche marketing is a great concept 
if done correctly,” Zacharias says. “Our 
clients are getting larger and more complex, 
and tax laws are becoming more complex 
as well. It makes sense to have people that 
are very good technicians to handle those 
‘once-in-a-lifetime’ transactions. Most clients 
come to my office because they have a life- 
or business-changing transaction that I can 
help them with. Then, they remain clients 
because they are treated well.” 

Zacharias began his real estate industry 
specialization by becoming an expert in tax- 
deferred exchanges. “I started receiving re- 
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quests to speak on the topic,” he says. “Then 
I realized that I should get into other areas 
of real estate. Once you're considered an ex- 
pert people presume that you know a lot 
more.” 

Schenck continues to formalize its real 
estate and construction niche. The team 
takes advantage of national training pro- 
grams and networking with the instructors. 
The firm also continues to hire specialists 
to support the niche, for example, in cost- 
segregation analysis. 

The niche has its own mar- 
keting plan and budget. 
The firm has sponsored 
a real estate forum for 
14 years. “This event 
helps set the percep- 
tion of our industry 
knowledge,” says 
Roundy. Other mar- 
keting tools include 
speeches and a Web 
site. Ninety-five percent 
of new business comes 
from referrals. 

Schencks other niches include 
health care, government and manufactur- 
ing. “Strong leadership and branding, in- 
ternally and externally, are very important 
to aniche marketing strategy,” Roundy says. 
“You must have your employees talking 
about your brand.” 

Porter Keadle Moore LLP, in Atlanta, a 
past Capstone Marketing client, generates 
75% of its revenue from its community 
banking niche. The practice started when 
the owner of an insurance company client 
asked if the firm was interested in auditing 
a bank that he owned. Tim Keadle, now a 
PKM partner, was recruited from Ernst & 
Young, and he brought a few banking clients 
with him. In 1987, the firm bought a local 
practice that had a banking niche. That 
brought the client base, and the firm gained 
its reputation. 

“Great ideas come from listening to 
clients,” says managing partner H. Phillip 
Moore Jr. “PKM provides nontraditional 
services to this niche. We built our SEC 
practice when our banking clients went 
public. Recently, we formed our IT Assur- 
ance Services Group to provide SAS 70 au- 












dits. Since many organizations in the bank- 
ing industry require SAS 70 audits, we had 
the contact base to allow us to develop a rep- 
utation in this area. The results have ex- 
ceeded our expectations.” 

What marketing tools does PKM use to 
promote its community banking niche? “If 
there is a community banking function we 
are there,” Moore says. “We sponsor quar- 
terly peer group meetings for newly 
formed banks and financial executives. 

These programs provide education, 
networking, financial bench- 
marking, guest speakers 
and CPE for communi- 
ty bank executives.” 

PKM also sponsors 

seminars, sometimes 
doing a joint venture 
with other CPA 
firms or law firms. 
PKM formed the Fi- 
nancial Institutions 
~ Forum, along with 
Powell Goldstein and the 
Bankers Bank, to educate com- 
munity bankers. They also conduct 
training programs for internal auditors 
through the Community Bankers Associa- 
tion of Georgia. 

“It was easy for us to build this niche be- 
cause we are passionate about it, focused on 
it, and picked an industry that we enjoyed 
being a part of,” Moore says. “For us, that 
means we are dealing with good folks, they 
have nice facilities, and it fit what we were 
looking for in our profession. It has served 
us very nicely.” 

Weaver & Tidwell LLP took advantage 
of its merger with Hoffman McBryde & Co. 
in 2000 to develop its health care niche. 
Both firms had many health care clients so 
it made sense to develop a formal niche. 

Jill Eastman, marketing communications 
manager, joined Weaver & Tidwell in Fort 
Worth, Texas, in 2003 when the firm’ 
health care niche was being formed. Be- 
tween 2005 and 2006 the niche increased 
net revenue by 37%, which was 119% 
ahead of plan. How did this niche develop 
and grow? 

“I conducted research on our current 
clients and the marketplace,” Eastman says. 


“L also researched every opportunity we had 
regarding networking organizations. Every 
month, when the internal health care niche 
board met, we talked about advertising, 
speaking and networking opportunities. We 
presented a lot of our people as speakers. 

“Each health care board member re- 
ceived a binder of marketing information in- 
cluding the marketing plan, calendar, 
events, pipeline and financial reports, pub- 
lic relations opportunities and CPE,” East- 
man says. “We also spent time building in- 
ternal support and a reputation for the niche 
through partner presentations, our intranet 
and Web site.” 

Currently, Weaver & Tidwell uses a 
newsletter, association involvement, small- 
scale seminars, collateral materials and CPE 
to promote its health care niche. 


CONCLUSION 

Developing niche markets is an effective and 
profitable strategy for CPA firms of any size. 
Write a marketing plan, identify and sup- 
port your niche champions, use a variety of 
marketing tools and activities, and imple- 
ment consistently to create your own suc- 
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hat attracts students to accounting? Is it the 

appeal of social and forensic accounting in 

a post-Enron world? Is it the allure of big 
money? Or is it simply supply and demand? 





When it comes to attracting students to the accounting pro- 
fession, faculty in university accounting departments face 
pressures from two sources: the accounting profession, which 
continues to demand more qualified accounting graduates; 
and university administrations, which want to increase en- 
rollment. As a result, turning out well-qualified accounting 
majors in increasing numbers is of great importance to aca- 
demia and the profession. More resources are being commit- 
ted to recruiting accounting students and seeing them through 
to graduation. 

This article examines the successes (and challenges) of 
the accounting faculty at Ohio’s Kent State University as we 
explore ways to recruit and retain talented students in our 
accounting programs from freshman year to completion of 
a master’s program. The financial constraints of higher ed- 
ucation in our state have motivated us to develop solutions 
that are either cost-neutral or depend on outside funding 
to help attract larger numbers of well-qualified accounting 
majors. 


Co-author Donald McFall, left, provides advice to junior 
accounting majors Olivia Ringler and Renee Pearce. 





the Next Generation Ac 
s Experience 


One Universit 


euntant: 


by Linda J.Zucca and Donald W. McFall Jr. 


SUPPLY AND DEMAND FOR 
QUALIFIED ACCOUNTING 
GRADUATES 

According to AICPA President and CEO 
Barry Melancon the “pipeline” of qual- 
ified students is one of the four forces 
shaping the CPA profession today. Al- 
though interest in accounting careers 
has increased (the number of account- 
ing degrees awarded increased 19% 
from 2000-2005), Melancon says the 
current demand for highly qualified stu- 





dents still exceeds supply, and this trend 
is expected to continue in the foresee- 
able future. He adds that about 73% of 
current AICPA members will reach or 
approach retirement age in the next 15 
years. 

On the supply side, the U.S. Census 
Bureau projects the number of college- 
age students (18- to 24-year-olds) will 
peak in 2010 and then decrease through 
at least 2020. In states including Ohio, 
Michigan, Pennsylvania and New York 





Professor Weiwei Li, left, works with 
accounting students Olivia Ringler 
and Clayton Ward on a class project. 


these declines are expected to continue 
beyond 2020. Faced with these numbers, 
universities are focusing on ways to in- 
crease student retention. Research has 
shown that the following student charac- 
teristics and experiences tend to increase 
retention: 

m Higher academic performance and 
achievement. 

m Social and intellectual integration 
into the university. 

@ Institutional commitment through 
residential life, classroom experi- 
ences, and faculty interaction. 

m Early commitment to a major. 

@ Voluntary involvement in freshman 
orientation courses. 

Our university has seen substantial 
growth in the number of pre-accounting 
(freshmen and sophomores) as well as ac- 
counting majors in recent years (see Ex- 
hibit 1). Although this trend is certainly 
welcome, we are still faced with the chal- 
lenge of attracting the best-qualified stu- 
dents to accounting. And, once attracted 
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& The demand for qualified 
accounting graduates contin- 
ues to exceed supply; demand is 
expected to continue growing. 

™% Universities are increasingly 
concerned with retention of col- 
lege students as they face pro- 


jections of declining numbers of 
18- to 24-year-olds. 

@ A plan to recruit and retain 
accounting majors throughout a 
five-year program is presented. 
i Key features include early 
involvement in campus activities 


and with faculty, numerous op- 
portunities for interactions with 
accounting professionals, and 
increased student-to-student 
mentoring. 


Linda J. Zucca, CPA, Ph.D., is an 





associate professor of accounting 
at Kent State University. Her e-mail 
address is Izucca@kent.edu. 
Donald W. McFall Jr, CPA, MBA, 
is a lecturer in accounting at Kent 
State University. His e-mail 
address is dmcfall@kent.edu. 
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to the program, we need to retain them 
through the 150 semester credit hours re- 
quired to take the CPA examination in 
Ohio. Traditional four-year undergradu- 
ate programs generally require approxi- 
mately 120 semester credit hours, so the 
150 credit hour requirement means that 
students will need to add another year to 
their educational experience (Ohio does 
not require a graduate degree) as we do 
not recommend students try to take the 
entire requirement in a four-year cur- 
riculum. A joint effort by the practice 


Co-author 

Linda Zucca 

leads a discussion 
on stockholders’ 
equity concepts. 
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community and university accounting fac- 
ulty may help solve this impending sup- 
ply-and-demand problem. 


EARLY IDENTIFICATION OF 
AACCOUNTING AND BUSINESS 
MAJORS 
When our College of Business restruc- 
tured the undergraduate business pro- 
gram about 10 years ago, we made a con- 
certed effort to help our students become 
part of the college at the start of their ac- 
ademic career. Pre-business majors are re- 





quired to take a substantial number of 
business courses during their first two 
years, before declaring a major. Our ad- 
missions advisers also encourage incom- 
ing freshmen to declare a “pre-major” in 
the College of Business. Although choos- 
ing a pre-major does not change course 
requirements, it does help the depart- 
ments in the college project the number 
of students who might actually declare 
their majors as juniors. 

Over the past six years, “pre-account- 
ing” majors (freshmen and sophomores) 
have ranged from 10.5% to 15% of our 
total pre-business majors, while our de- 
clared majors (juniors and seniors) range 
from 5.9% to 8.6% of total declared busi- 
ness majors (see exhibits 1 and 2). There 
is a time lag in this data since pre-ac- 
counting majors cannot become ac- 
counting majors for one to two years. 
Likewise, incoming freshmen may not 
know enough about accounting to make 
an informed decision on their major and 
may not be motivated to change their pre- 
major even when they learn more about 
the program. However, the data show an 
interesting, and somewhat disconcerting, 
trend. We seem to be losing students who 
professed an interest in accounting as 
freshmen. 

We are concerned about the potential 
accounting majors that we may be failing 
to serve. Faced with these trends (and 
spurred by a university-wide focus on 
student retention), we began looking for 
ways to attract and retain the most prom- 
ising freshmen. One of our most effective 
resources came from the establishment of 
the Student Ambassador program at our 
university. 


STUDENT AMBASSADORS— 
/ACCOUNTING STUDENTS 
HELPING OTHER STUDENTS 

The Student Ambassador program is 
sponsored by the Ohio Society of CPAs 
with financial support from the Ohio So- 
ciety Educational Foundation, Ohio pub- 





lic accounting firms, and individual CPAs. 


This program designates outstanding 
current students to assist in student 
recruitment into the accounting pro- 
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fession using peer-to-peer networking. 

These ambassadors receive funding for 
projects they undertake and a stipend for 
the hours they work. In 2005, we had our 
first. student ambassador; during the 
2006-2007 academic year, we had four 
student ambassadors. Over the past two 
years, they have undertaken many proj- 
ects, including: 

@ Recruiting high school juniors and 
seniors to our university and ac- 
counting program. 

m Making presentations about the CPA 
credential and profession to fresh- 
men involved in learning communi- 
ties and freshman interest groups. 

m Organizing a “Careers in Accounting 
Day” for freshmen and sopho- 
mores. 

m Arranging a mock interview day 
prior to on-campus internship in- 
terviews. 

Our student ambassadors say the most 
effective and satisfying work is student-to- 
student interaction. Students are more 
comfortable asking student ambassadors 
about internship experiences and ac- 
counting career opportunities than asking 
their professors. In many cases, student 
ambassadors are considered a more cred- 
ible source of information. 


FRESHMAN YEAR—A SENSE OF 
COMMUNITY 

In 2002, the College of Business institut- 
ed a learning community for freshmen in 
all pre-business majors. The program 
brings together students who are inter- 
ested in learning opportunities and de- 
veloping academic, social and professional 
relationships. As success with this learn- 
ing community grew, our department was 
allowed to develop a similar community 
specifically designed for pre-accounting 
majors, called AFIG (Accounting Fresh- 
man Interest Group). 

AFIG provides freshmen with infor- 
mation on accounting career paths as well 
as academic counseling while assisting 
them in the crucial transition from high 
school to college. Incoming freshmen are 
recruited to participate in AFIG during 
our Placement, Advising and Scheduling 


System Program held during the spring 
and summer; requirements include a min- 
imum ACT score and submission of an ac- 
ceptable essay. These first-year students 
take three classes each semester with other 
students in the program and are registered 
in a special University Orientation section. 

The orientation class, taught by a full- 
time faculty member, is modified to provide 
information on the accounting profession 
and our academic accounting program. The 
students take field trips to public account- 
ing firm offices and corporate sites, so they 
can network with local accounting profes- 
sionals. In fall 2006, 80% of our inaugural 
AFIG class started their junior years as de- 
clared accounting majors. 


SOPHOMORE YEAR—AN 
INTRODUCTION TO THE 
PRACTICE COMMUNITY 

Business students take two introductory 
accounting courses as sophomores. Many 
programs and majors across our campus 
(and outside of the College of Business) 
require students to take Financial Ac- 
counting, and we have found that many 
of our best accounting majors are re- 
cruited from outside the College of Busi- 
ness after taking this course. Unfortu- 


2001 


1: Juniors and Seniors 
2: Freshmen and Sophomores 





2002 2003 2004 2005 


nately, with annual enrollments of up to 
1,200 students in Financial Accounting 
and 800 in Managerial Accounting, and 
class sizes of up to 200 students per sec- 
tion, it is difficult to motivate high-qual- 
ity students to consider an accounting 
major. As a result, we developed several 
activities throughout the year to provide 
information to sophomores who are ex- 
ploring or finalizing their career choices. 
Our student ambassadors have been par- 
ticularly helpful with these activities be- 
cause of their ability to provide individ- 
ual, student-to-student interaction. 

We decided to focus on not just re- 
taining students who had already identified 
themselves as pre-accounting majors but 
also recruiting the “best and brightest” stu- 
dents in sophomore-level courses who may 
not have expressed an interest in an ac- 
counting major. At the end of each semes- 
ter, we sponsor a “Careers in Accounting 
Day,” specially designed for the better stu- 
dents in these sophomore-level courses. 
Students maintaining at least a B average 
receive a special invitation; others are in- 
vited through a class announcement. 

The three-hour event is held on a Fri- 
day, which is also a class day for Finan- 


cial and Managerial Accounting. Students % 


_@ Accounting Majors' 
| asa % of Total | 

| Business Majors 
| Pre-Accounting 

_ Majors’ as a % of 
| Pre-Business Majors 


2006 
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How Can CPAs 
Help Recruit College 
Students Into the 
Profession? 


@ Get involved in your local col- 
leges and universities by volunteer- 
ing as a guest speaker in the 
accounting classroom. 

w Participate in job fairs targeted 
at freshmen and sophomores who 
are still making career choices. 

w Ask local colleges and universi- 
ties if you can become involved with 





freshman orientation classes as a 
guest speaker or mentor to college 
freshman who have an interest in an 
accounting career. 

w Provide internships and shadow- 
ing opportunities to college students. 





Bas ies Woe Saene SANA csi 


are invited to travel among four class- 
rooms. Three of the classrooms have pro- 
fessional representatives from a particular 
area of accounting: Big Four public ac- 
counting firms; national and regional pub- 
lic accounting firms; and industry and 
governmental entities. Student leaders are 
in the fourth classroom. All are available 
for informal discussion in the first and 
third hour of the event. During the mid- 
dle hour, lunch is served and presenta- 
tions are made on student organizations 
and the undergraduate and graduate ac- 
counting programs. The event is coordi- 
nated and staffed by student ambassadors; 
out-of-pocket costs are covered by par- 
ticipating external organizations. 
“Careers in Accounting Day” is popu- 
lar with students and practitioners. Stu- 
dents receive information about account- 
ing careers in a personal setting. They 
report that they enjoy the versatility of the 
program and the informal interaction with 
accounting practitioners; several indicat- 


ed that they would change their major to 
accounting as a result of the program. 
Practitioners, mostly alumni, get a 
chance to return to campus and give back 
something to the university. They also 
have an opportunity to talk to sopho- 
mores, often a difficult group of students 
to pre-identify for recruiting purposes. 


JUNIOR YEAR—INTERNSHIPS 
AND CAREER PLANNING 

The third year is a time for students to 
clarify and intensify their commitment to 
the accounting major. Because students 
declare a major at the end of their soph- 
omore year, the internship program is de- 
signed for juniors, seniors and graduate 
students. Early each fall, accounting ma- 
jors are recruited into the internship pro- 
gram, culminating in on-campus inter- 
views by more than 20 employers. 
Eligibility is determined by class standing 
and accounting GPA. In fall 2006, 85 stu- 
dents participated in the interview 





Demonstrate Your Commitment 


Become Part of the — 
Audit Quality Community 


Build and grow your audit practice — no 
matter what size — and ensure that you are 
delivering the highest-quality audit services. 
If your firm has Yellow Book not-for-profit, 
HUD, government or ERISA benefit plan audit 
clients, join one or both of our Audit Quality 
Centers and enjoy valuable resources, 
including: 


@ E-mail alerts with the latest audit and 
regulatory developments 


BH Dedicated Web site and online member 
discussion forum 


Exclusive members-only Webcasts and 
teleconferences 


@ Savings on professional liability insurance 


ISO Certified 
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Membership in the AICPA Employee Benefit 
Plan Audit Quality Center (EBPAQC) or 
Governmental Audit Quality Center (GAQC) 
saves your firm time by providing a 
centralized place to find information you 
need, when you need it, to maximize your 
quality and practice success. 


mum Fmployee Benefit Plan 
mums Audit Quality Center 


AICPA} www.aicpa.org/EBPAQC 
e-mail: ebpaqc@aicpa.org 


ME Governmental 


gum Audit Quality Center 
(AICPA) www.aicpa.org/GAQC 


e-mail: gaqc@aicpa.org 


To join or learn more: 
¢ Visit us online 
¢ Send us an e-mail 
¢ Call us at 202-434-9207 


We look forward to working 
with you! 


1536-326 
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process. Before interviews begin, students 
meet prospective employers at our annu- 
al “Get Acquainted With Accountants 
Night” and also have the opportunity to 
participate in mock interviews with pro- 
fessional accounting recruiters. 

The internship is the most powerful 
retention tool available for our students, 
and we strongly encourage participation. 
For most students, this positive experi- 


For a few students, however, the in- 
ternship confirms the doubts they had 
about an accounting career and results in 
a change of major, often outside the Col- 
lege of Business. Perhaps this is the most 
valuable outcome of the internship expe- 
rience since it allows a student to find the 
right career while still in the middle of an 
undergraduate program. 

In the second semester of our students’ 


One of our challenges is to encourage students to pursue 
the CPA exam as soon as possible after graduation. 


ence provides intensity and direction for 

the remainder of their academic program. 

One student said about the program: 
It is...amazing to me how much I 
learned in such a short period of 
time. I feel that I can call myself an 
accountant now. I am so happy 
that 1 chose to go into public ac- 
counting; it is an exciting field 
where things are constantly 
changing. Iam lucky to have a job 
at a place I love waiting for me 
when I graduate. This whole in- 
ternship has been an amazing 
learning experience that I would 
never take back for anything in the 
world. 





junior year, our MSA coordinator gives stu- 
dents information on career planning and 
the master’s program. An accelerated track 
in our curriculum allows better students 
to combine some of their undergraduate 
and graduate coursework; admission to 
the accelerated program is based on over- 
all and accounting GPA and their GMAT 
exam score. 


SENIOR YEAR AND GRADUATE 
SCHOOL—CAREER COUNSELING 
AND “GIVING BACK” 

By senior year, many of our students have 
completed an internship and committed 
to full-time employment, commencing 
after completion of their 150-hour re- 


Accounting graduate students Bronwyn Salo, left, and Colby Schroath 
consider taxation issues with Professor Mark Altieri. 


quirement. Some have already been ad- 
mitted to the graduate program and are 
taking graduate classes while completing 
their undergraduate degree. We have 
begun to emphasize managerial account- 
ing careers in our junior-level Cost Ac- 
counting course and to encourage students 
to begin taking the CMA examination as 
seniors or graduate students. In fall 2006, 
we took a group of students to the IMA 
National Student Leadership Conference 
and plan to encourage participation in 
local IMA student activities. 

This is also the point in their academic 
careers at which many of our better stu- 
dents focus on mentoring underclass stu- 
dents on career opportunities in ac- 
counting. All of our student ambassadors 
are either seniors or MSA students. In ad- 
dition, most of the officers of our student 
organizations are seniors or graduate stu- 
dents. As they develop programming for 
the student organizations, they use expe- 
riences and contacts acquired during in- 
ternships. These students design service 
projects (such as “Careers in Accounting 
Day” and mock interviews) to help 
younger students understand the oppor- 
tunities available in the accounting pro- 
fession. 


oe 
AICPA RESOURCES 


JofA articles 

mw “The Red Carpet Treatment) 
Aug. 07, page 36 

mw “Understanding the Best and Brightest,’ 
Nov. 06, page 41 

@ “Tips to Win Campus Friends,’ 
Aug. 06, page 71 

g “Teaching for the Love of It,’ 
June 06, page 30 

@ “Recruiting Made Easy,’ 

May 06, page 31 

m “The Practitioner-Professor Link?” 
June 05, page 77 


Publication — 

The PCPS Top Talent Study: Gaining a 
Strategic Advantage in Recruiting and 
Retention (#018202PDF, download) 


For more information or to make a purchase, 
go to www.cpa2biz.com or call the Institute 
at 888-777-7077. 
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One of our challenges is to encourage 
our students to pursue the CPA examina- 
tion as soon as possible after graduation. 
Unfortunately, it is difficult to track the ex- 
perience of all of our students on the CPA 
examination after graduation, but we are 
encouraged that most of our top students 
are able to pass the exam in the first 18- 
month window. We are currently working 
on better ways to track their progress. 


“Success in Two” 
for the CPA Exam 


At LarsonAllen LLP, our goal is to get 
employees started on the exam within 
one year of their full-time hire date, and 
then to pass the exam by their second 
anniversary with the firm—hence the 
name of the program “Success in Two.’ 


Here’s how we do it: 

m If employees register for the Becker 
CPA Review by their one-year an- 
niversary, LarsonAllen pays most of 
the cost, while the employee in- _ 
vests a small amount of the price. 

m If the employee passes the exam by 
his or her second anniversary, we 
reimburse the employee's invest- 
ment in Becker and one-half of the 
application and testing fees for one 
round of the exam. 

The plan encourages employees to 
set a timeline for completing the exam, 
and the financial benefit encourages em- 
ployees to prepare and sit for the exam 
only once. 

We currently have 204 eligible CPA 
candidates in our firm. Of those, 152 are 
actively sitting for the CPA exam (74%). 
Of the 52 who are not sitting, 63% 
began employment with us within the last 
year (they’re still short of their one-year 
anniversary date deadline to start the 
Success in Two program). 

Over time, we've been able to reduce 
the number of experienced employees 
(those who have been with us one year or 
longer) who have not started the exam 
from 14% of our testing population to 6%. 


Mentoring 


In the summer of 2006, we placed CPA 
exam coordinators in each office (or for 
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SUMMARY 

Recruitment and retention are buzzwords in 
the academic community and they apply 
particularly well to the decisions facing ac- 
counting majors and the accounting pro- 
fession. The current balance of supply and 
demand will result in increased interest in 
accounting on the part of incoming fresh- 
men. Partnering with accounting practi- 
tioners has provided increased opportuni- 


very large offices like our Minneapolis 
location, a coordinator for an industry or 
service group). We asked office princi- 
pals-in-charge (PICs) to assign someone 
as exam coordinator who: 
m Isa CPA, 
@ Has the ability to help employees 
work out scheduling conflicts, and 
m Can encourage and motivate em- 
ployees to get the exam done. 
Exhibit 3 shows the results we've 
seen in our overall pass rates since we 
instituted exam coordinators—the average 
pass rate has improved from 41% to 
60% in a little more than a year. 


Success in Two Exam Plan 
Packet 


In addition to exam coordinators, we 








E Tea. een: 


ties for our students and increased access for 
employers in the recruiting process. Our 
challenge is not just to accept all students 
with an interest in accounting, but to focus 
on recruiting and retaining the brightest— 
to enhance the accounting profession for the 
next generation. ~ 


For additional material to this article, 





go to wwwjournalofaccountancy.com. * 


"provide a job aid who coaches employ- 


ees on: 

mw Planning their exam schedule, 

m Who they should talk to in order 
to make sure their plan is reason- 
able, 

m@ How much time they should 
schedule for exam study, 

mw Which review method would be 
best for them, and 

m Timing issues that can trip them 
up when taking the exam (NTS 
expirations, 18-month window, 
“dark” months for testing, etc.). 


Beth Spencer is the manager of 
licensure & CPE, A&A Quality Group, 


at LarsonAllen LLP. She can be 


reached at espencer@larsonallen.com. 


Overall LarsonAllen Pass Rate 
by Exam Testing Window 
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ep. Rick Boucher, D-Va. 
(9th District), has been at 
the forefront of efforts to 
stop patents on tax planning 
methods. With a fellow Virginian 
from across the aisle, Rep. Bob 
Goodlatte, R-Va., and Rep. Steve 
Chabot, R-Ohio, Boucher intro- 
duced HR 2365, a free-standing 
bill, to limit damages for in- 
fringements on patents for tax 
planning methods. 













































In May last year, Boucher introduced a 
measure to ban tax planning method 
patents, as an amendment to the Patent 
Reform Act, HR 1908, a bill to reform the 
patent system generally. The amendment 
was passed by the House Judiciary Com- 
mittee on a voice vote, and the Patent 
Reform Act, with the tax patent ban, 
passed in the House in September by a 
vote of 220-175. In November, a com- 
panion patent reform bill was introduced 
in the Senate. The AICPA has been among 
groups and individuals who have lobbied 
against patents for tax planning methods 
(see “Washington Report,” JofA, June 07, 
page 26). 

Recently, the JofA spoke with Boucher 
at his House offices in Washington about 
these patents. 


JofA: What is the main reason for your belief 
that the U.S. Patent and Trademark Office 
should not issue patents for tax planning 
methods? 
Boucher: | think these patents are fun- 
damentally contrary to sound public pol- 
icy because they vest in a single person 
or company control over a process that 
taxpayers generally can utilize in order to 
pay their taxes efficiently. The patenting 
of tax planning methods runs contrary to 
) BR | our long-held belief that people should 
hh qua er [ i / S be empowered to pay their taxes on equal 
terms, using whatever strategies they 
themselves perceive or their tax practi- 


Rep.Rick Boucher tells why patents on tax planning | toners "commend. 
To permit patents to be held for the 


methods run counter to public policy, specific ways in which taxes are paid is 
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simply a trap for the unwary practition- 
‘er. Some of the smaller accountants, for 
example, do not have a habit of keeping 
track of patent law. They understand the 
Tax Code very well. They know how to 
advise their clients in a superb fashion. 
But they are not watching day to day for 
the award of particular patents that might 
interfere with their offering the best 
advice that they can. And so it is entire- 
ly possible that an accountant would not 
be aware of a particular patent that has 
been issued. Through his own clever- 
ness, he might devise a strategy that 
would infringe upon that patent without 
realizing that he’s doing it. And then not 
only would he or, potentially, his client 
be responsible for basic infringement, 
but if it seemed to be intentional in some 
way, then multiple damages could be 
awarded. And this is all contrary to the 
basic notion that people should not have 
to pay a license fee in order to pay their 
taxes. 


JofA: Why is this issue personally important 
to you? 

Boucher: I have served on the House 
Judiciary Committee now for 25 

years, and I have been one 
of the advocates of the 
patent reform legisla- 
tion that we’re now 
putting forward. 
As it became 
apparent to me 
over the last sev- 
eral years that 
there has beena 
proliferation of 

the award of busi- 
ness method patents, 

I have become increas- 
ingly concerned that these 
patents generally undermine 
the principal purpose of the patent laws, 
which is to promote innovation and to 
stimulate creativity. Business method 
patents tend to wall off entire areas of com- 
merce in a way that inhibits competition 
and therefore lessens creativity and inno- 
vation. From my perspective, the most 
virulent form of business method patent 










that has emerged to date are the roughly 
60 patents that have been issued for tax 
planning methods, and we now have 
more than 106 applications for those 
patents pending in the Patent Office. 
Not only was I pleased that our 
amendment to eliminate prospectively 
the award of tax planning method 


license fee that has to be paid to the patent 
holder, there will be those who choose to 
avoid that method and use a less benefi- 
cial method of paying taxes. The cost of 
using the less beneficial method, in terms 
of greater tax liability, may be less than the 
cost of a license fee for using the more ben- 
eficial method. 


“The government intends that all people be able to 
pay their taxes on equal terms.” 


patents was approved, but I am now 
urging the Patent Office to re-examine 
the business method patents that have 
been issued so far with regard to tax 
planning methods to determine 
whether in the opinion of the Patent 
Office those patents were properly 
issued. 


JofA: How have you been encouraging the 
Patent Office to do this, and have you received 
any response? 
Boucher: | have not received any response 
yet; | simply made the recommen- 
dation to the Patent Office 
that these patents be 
examined once again 
with the goal. of 
giving them very 
careful scrutiny 
and perhaps in- 
validate those 
that they found 
not to have been 
properly issued to 
begin with. 


b 


JofA: Someone might 
say that people who choose 
to use a patented strategy, if they 
do know about it, that’s their choice to do so, 
or they could avoid that planning method. 

Boucher: Some planning methods are 
clearly so superior to others that they 
would be preferential to all with the free- 
dom to choose to adopt them. And if em- 
ploying such a clearly preferential method 
only comes at a high price, in terms of a 


The government intends that all peo- 
ple be able to pay their taxes on equal 
terms and that the best method for uti- 
lizing the law that Congress wrote and 
intends for the public to utilize be freely 
available for the choice of all taxpayers, 
not just those who choose to pay a li- 
cense fee to some person who holds a 
patent. 


JofA: What needs to happen for the Senate to 
move patent reform forward? 

Boucher: We are anticipating that the 
Senate will act favorably before the end 
of this year and that a patent reform bill 
will reach the president’s desk before this 
Congress adjourns. 1 am anticipating 
that when that happens, our provision 
with regard to tax patents will be a part 
of that measure. The bill is in the Sen- 
ate Judiciary Committee. Sen. [Patrick] 
Leahy [D-Vt.], who chairs that commit- 
tee, is a strong proponent of the patent 
reform effort overall. | am not sure that 
he’s announced a position with regard to 
the patentability of tax planning meth- 
ods, but I would anticipate, given the 
broad base of support we had for our 
amendment in the House—where it 
passed by voice vote in committee and 
was not contested on the floor—that we 
would also have similarly broad support 
in the Senate. I’m not aware of senators 
having raised questions or opposition to 
this. 


JofA: Do you think the president would be 
likely to sign it? 
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Boucher: | think that he would. The over- 
all contention with regard to patent reform 
is a bit of a tug of war between the tech- 
nology community on the one hand and 
the pharmaceutical community on the 
other, and it remains to be seen how that 


option would be kind of a middle way. 
Would that be acceptable? 

Boucher: No, | think we should simply 
eliminate the potential for tax planning 
methods to be patented in the future. They 
are so fundamentally contrary to public 


“(Patents for tax planning methods) are so 
fundamentally contrary to public policy as to merit 
complete eradication at this point.” 


particular struggle will play out in the Sen- 
ate. My prediction is the Senate will pass 
a bill not very dissimilar to what the House 
has passed. That would make a conference 
between the two bills relatively easy. 

I'm predicting the president will sign 
it into law because it does so many things 
that I think people across the board be- 
lieve are necessary to improve patent 
quality. Permitting, for example, more in- 
formation about “prior art” to reach the 
patent examiner. Permitting a review 
within the Patent Office before the patent 
is actually issued, through a formal 
process to determine whether or not that 
patent should be awarded. That’ a pro- 
cedure that’s absent today, and I think it 
would be extraordinarily helpful in im- 
proving patent quality. 


There are parts of this reform that I. 


think, without regard to the tussle betwee 
the pharmaceutical and technology 1 
dustries, would be found to be strongly 
the public interest, and my sense is 
based on those, the president would be 
clined to sign the bill. But that remair 
be seen. I think the chances he would 
it greatly outweigh the chances tha 
would veto it. 


JofA: In her most recent annual repo 
Congress, National Taxpayer Advoce 
Nina Olson identified tax plannin 
patents as a top legislative priority. Sh 
called on Congress to eliminate 
patents, bar their enforcement or requ 
the Patent Office to refer all tax pate 
applications to the IRS to identify. 
abusive strategies that should not 
be eligible for patenting. The latter 


policy as to merit complete eradication at 
this point. 


JofA: Have you heard from your constituents 
or others who have personal experience with 
these business method patents, frustrations 
with them? 

Boucher: | have heard from a number of 
accountants and tax lawyers with whom I 
am well acquainted, both in my district 
and other places, who have applauded the 
amendment and have said that there never 
should have been awards of patents for tax 
planning methods, and they are very 
pleased to see Congress act affirmatively in 
order to stop the future award of these 
patents. ~ 
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FLPs That Flop 





In several recent cases, the IRS successfully 
challenged attempts to exclude from taxable estates 
assets transferred to family limited partnerships 
(FLPs, or “flips”) in which a decedent had retained 
the right to enjoy the property or income from tt. 


Besides reducing estate taxes, purposes of FLPs include 
liability protection and asset management. Usually, a parent 
transfers assets to a FLP in return for ownership of interests. 
The parent then gifts interests in the FLP to one or more heirs, 
discounting the gifts’ values to reflect a lack of marketability 
and their minority interest. But under IRC § 2036(a), if the 
transfer is for less than full and adequate consideration in a 
bona fide sale and the decedent has implicitly or explicitly 
retained possession or enjoyment of the transferred property 
or the right to income from it, the property's value is included 
in the estate. 

In Estate of Concetta H. Rector et al. v. Commissioner, TC 
Memo 2007-367, the taxpayer petitioned the Tax Court to 
redetermine an IRS-assessed estate tax deficiency of more than 
$1.6 million and accuracy-related penalty of nearly $93,000. 
The estate unsuccessfully argued that the decedent had not 
retained enjoyment of FLP assets or, alternately, that her 
transfer of assets to the FLP was a bona fide sale. 


SALE NOT IN GOOD FAITH 

Treas. Reg. 8 20.2043-1(a) provides that a bona fide sale must 
have been made in good faith, which the court noted previous 
cases have interpreted as reflecting a legitimate and significant 
nontax business purpose. The taxpayer, however, had no 
business plan, no independent counsel, no financial statements 
or annual accounting, no board meetings and no other 
businesslike activity. The court also noted that the FLP was not 
even funded for the first three months after its formation. 

The estate claimed that it formed the FLP to save on estate 
taxes, to diversify assets and to protect assets from creditors. 
The IRS was able to show that no diversification was ever 
made and that the ownership and management of the assets 
didn’t change after the transfer. Additionally, because the 


transfer awarded the decedent a partial general partner 
interest, she effectively received no protection from creditors. 
This left estate tax savings as the only remaining purpose for 
the FLP which the court determined was not a nontax 
business purpose. 


GRANTOR RETAINED RIGHTS 

As for a retained enjoyment of property or its income, the Tax 
Court found that the taxpayer had transferred substantially all 
her assets into the FLP. Because she primarily used the assets 
for her personal benefit and paid personal expenses directly 
from the FLP, the Tax Court said that she personally retained 
possession of them. 

The Tax Court frequently cited Estate of Bigelow v. 
Commissioner (100 AFTR2d 2007-6016), as well as TC Memo 
2006-115 (Rosen), TC Memo 2003-145 (Strangi) and other 
cases. 

Bigelow, decided three months earlier by the Ninth Circuit, 
involved similar facts. Again, the FLP paid the decedent’ bills, 
FLP property secured personal debt, and most assets were 
transferred by the decedent to the FLP. In both Bigelow and 
Rector, the personal expenses of the grantors exceeded their 
retained assets, and they had to use the income from the FLP 
to survive, proving to the courts that no bona fide transfer had 
occurred. In neither case was a valid business purpose proved 
nor any businesslike proceedings followed. 


TIPS FOR FLPs 
Here, then, are some steps for FLPs to take or avoid to help 
protect themselves from IRS challenge: 

m Document a valid nontax business purpose for the 
transfer, such as liability protection or diversification, and 
follow through on it. 

# Do not provide the grantor with a general partnership 
interest. 

@ Hold annual discussions with other partners on 
investment performance and other business matters of the 
PEP 

@ Disclose financial information yearly to all partners in a 
timely manner. 

m Treat the FLP as a separate entity from the grantor by 
maintaining separate checking accounts, making sure 
assets are properly titled, and not commingling funds. 

@ Obtain outside counsel to establish and monitor 
compliance with the FLP document and state law. 

m Make sure that the grantor retains enough personal assets 
to live on, without using FLP assets or income to pay for 
basic needs. 





By Bob Jennings, CPA, CFP CITP president of Jennings Advisory 
Group LLC of Clarksville, Ind., and a frequent writer and CPE 
speaker on tax topics. His e-mail address is taxspeaker@gmail.com. 
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TAX MATTERS 


GAIN AND LOSS, PARTNERSHIPS 


STEP RIGHT UP 

The Tax Court upheld as having economic 
substance a partnership’ nearly $12 mil- 
lion distribution of notes to redeem part- 
ners’ interests in real estate on which the 
partnership claimed a step-up in basis. 
The IRS had denied the partners’ result- 
ing nonrecognition of gain on grounds 
that the distribution consisted of either 
cash or marketable securities and that the 
partnership was not entitled to step up its 
basis. 

The partnership, Countryside Limited 
Partnership, was owned by Arthur M. 
Winn, Lawrence H. Curtis and others. 
Countryside owned a 448-unit residential 
property in New Hampshire that it 
planned to sell at a gain. Before the sale, 
Countryside and a limited liability corpo- 
ration it indirectly owned borrowed a total 
of $11.9 million at the London Interbank 
Offered Rate (LIBOR) plus 175 basis 
points. The LLC used the cash to purchase 
four privately issued notes paying interest 
at LIBOR minus 55 basis points. The part- 
nership distributed its interest in another 
LLC indirectly holding the notes to redeem 
the partnership interests of Winn and 
Curtis. The partnership made a section 
754 election and increased the basis of the 
real estate, eliminating the gain on its sale. 
The Service concluded, however, in a final 
partnership administrative adjustment 
that the distribution created taxable gain 
to Winn and Curtis. Winn sought a par- 
tial summary judgment on that issue, 
which the Tax Court granted and issued a 
memorandum opinion. 

Section 731 generally provides for non- 
recognition of gain or loss on partnership 
distributions that don’t exceed a partner's 
outside basis. One method previously used 
to avoid excess gain was to purchase and 
distribute marketable securities instead of 
cash. In response, Congress enacted sec- 
tion.731(c), which treats marketable secu- 
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rities as cash for purposes of section 731. 

The government argued that the notes 
were marketable. To be marketable secu- 
rities, notes must either be traded on an 
exchange or subject to an arrangement to 
convert them into marketable securities. 
These notes were not traded on an 
exchange, and the fact that their terms 
could be modified wasn’t sufficient to 
constitute an arrangement for conversion 
to marketability, the court said. 

The government secondarily argued 
that the distribution lacked economic sub- 
stance. It stated that.the interest expense 
on the borrowed funds would always 
exceed the interest income on the notes 
purchased with those funds. But the Tax 
Court said the Service was evaluating the 
wrong transaction. The distribution, not 
the loan, was at issue. Since the distribu- 
tion of the notes terminated the partners’ 
interests in the partnership and the real 
estate, it had economic substance and 
could not be disregarded. 

In similar cases, courts have ruled 
against taxpayers (see, for example, ACM 


Humble Beginnings 


nome c 


Source: www. irs.gov. 





Partnership v. Commissioner, TC Memo 
1997-115, on contingent installment 
sales). This case awaits a final decision, and 
it was unclear whether the IRS will file an 
appeal, which would be to the District of 
Columbia Circuit. 

HM Countryside Limited Partnership v. 
Commissioner, TC Memo 2008-3 


Prepared by Edward J. Schnee, CPA, Ph.D., 
Hugh Culverhouse Professor of Accountancy 
and director, MTA program, Culverhouse 
School of Accountancy, University of Alaba- 
ma, Tuscaloosa. 


GAIN AND LOSS, HOME SALE 
EXCLUSION 


THIS SOLD HOUSE 
The Tax Court recently held that a couple 
could exclude gain from the sale of one of 
their two residences, since during the five- 
year period preceding the home’ sale, it 
was used as the couple’ principal resi- 
dence for the requisite two-year period. 
The taxpayers were not allowed to 
exclude the gain from the sale of an adja- 
cent lot, however, because that property 
was titled to a family partnership. 
Married taxpayers are permitted to 
exclude up to $500,000 of gain from the 
sale of a home if, during the five years pre- 
ceding the sale, the residence was owned 
by either spouse and used by both spous- 
es as their principal residence for periods 
totaling at least two years. Generally, only 
one sale every two years can qualify for the 
exclusion. Under Treas. Reg. § 1.121- 
1(b)(2), other factors used to determine a 
taxpayers principal residence are where 
the taxpayer works and banks; where the 
taxpayer's family lives; the location of the 
taxpayers religious and_ recreational 
organizations; and the mailing address list- 
ed on the taxpayer's tax returns, driver's 
license, voter and driver’ registration, bills 
and correspondence. The gain from the 
sale of land adjacent to a principal resi- 
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dence that is owned by a taxpayer and 
used as part of that residence can also be 
excluded if the sale occurs within two 
years before or after the sale of the resi- 
dence and all other section 121 require- 
ments have been satisfied. 

Dr. J. Ramsay Farah and his wife, 
Elizabeth, lived in Hagerstown, Md., 
where Dr. Farah operated a medical prac- 
tice. In 1989 they purchased a vacation 
home in Berlin, Md., ultimately to be used 
as a retirement home. In 1991, a family 
partnership in which the Farahs each 
owned a 35% interest bought a 2.39-acre 
lot next to the Berlin home that they used 
as an additional yard. When the couple’s 
daughter attended college near Berlin in 
1997, Mrs. Farah moved to the Berlin 
residence. 

Meanwhile, Dr. Farah stayed largely on 
the road. He sold his medical practice in 
Hagerstown in 1998 and from May 1998 
to May 2001 worked three days a week in 
Baltimore, 75 miles from Hagerstown and 
138 miles from Berlin. He also traveled to 
clinics and medical facilities along the East 
Coast from Virginia to Maine. During that 
time, he lived at the Berlin home on non- 
workdays and weekends and returned to 
the Hagerstown home only about once a 
month. 

In early 2001, after Mrs. Farah was 
diagnosed with cancer, the couple decid- 
ed to move back to their Hagerstown 
home and sell the Berlin property. They 
listed it for sale that March and sold it in 
October for $1.3 million. 

The IRS argued that the Hagerstown 
home was Dr. Farah’s principal residence 
from June 1998 to May 2001, since it 
was closest to his Baltimore work loca- 
tion and the Hagerstown address was 
used as a mailing address for tax returns, 
driver's licenses and vehicle and voter 
registrations. 

The court was not persuaded. It instead 
held the Berlin home was Dr. Farah’s prin- 
cipal residence. during that period, 
accepting his testimony that he had spent 
a greater amount of time there and that he 
used the Hagerstown mailing address only 
to provide a stable appearance for his busi- 
ness and professional activities. 


The court did reject the Farahs’ con- 
tention that since they owned the adjacent 
lot in substance, the gain from its sale 
should also be excluded. The court held 
that the Farahs had the freedom to title the 
property under the partnership’s name but 
must also accept the consequences of that 
choice. They had 10 years to alter the form 
of ownership but chose not to and named 
the partnership as the owner when listing 
the property with a real estate agent. 

The case illustrates how a dwelling 
originally held as a vacation or retirement 
home may, under the proper circum- 
stances, qualify as a primary residence eli- 
gible for the gain exclusion of section 121, 
despite a homeowner’ distant work loca- 
tion and frequent absences. 

@ J. Ramsay and Elizabeth Farah v. 
Commissioner, TC Memo 2007-369 


Prepared by Charles J. Reichert, CPA, 
professor of accounting, University of 
Wisconsin—Superior. 


GAIN AND LOSS 


LIKE A GOOD NEIGHBOR 

The Ninth Circuit has affirmed a district 
court and held that termination payments 
received by a retiring insurance agent were 
not capital gain but were taxable as ordi- 
nary income. The court thus joins the Sev- 
enth Circuit in so ruling on similar facts. 
See Warren L. Baker Jr. v. Commissioner, 92 
AFTR2d 2003-5640. 

Charles Trantina retired after working 
38 years as a State Farm agent in Phoenix. 
Under his agency's contract, the insurer 
provided forms, manuals and records 
and assisted Trantina with some adver- 
tising costs. In return, the agency 
solicited and serviced insurance policies, 
which also belonged to State Farm. State 
Farm paid Trantina commissions and, 
upon his retirement and the dissolution 
of the agency's corporation, termination 
payments. 

Trantina originally reported these ter- 
mination payments as ordinary income on 
his individual tax return but later amend- 
ed his return to recharacterize them as 
long-term capital gain. He claimed they 


resulted from the sale or exchange of a cap- 
ital asset-—the agreement with State 
Farm—that was held longer than one year. 
The IRS denied the refund, and Trantina 
sued in district court. The court granted 
summary judgment for the IRS, finding 
that the agreement was not a capital asset 
and that no exchange or sale of it had 
occurred. Trantina appealed. 

The Ninth Circuit reasoned that to real- 
ize a capital gain, there must be ownership 
of a capital asset. However, under the 
terms of the agreement with State Farm, 
Trantina had no property that could be 
sold or exchanged. All manuals, forms, 
records and policies were the property of 
State Farm. Trantina countered that the 
agreement itself was a capital asset that he 
exchanged with State Farm for the termi- 
nation payments. The court responded 
that the termination payments were 
made pursuant to, not in exchange for, the 
agreement. Trantina was not entitled to the 
termination payments unless he complied 
with two requirements—that he return all 
State Farm property and that he not com- 
pete with State Farm for 12 months. 

Taxpayers will not have success in 
achieving capital gain treatment unless the 
asset in question meets the definition of a 
capital asset. Under IRC § 1222(3), to clas- 
sify income as a long-term capital gain, the 
payments must arise from the sale or 
exchange of a capital asset held longer than 
one year and must be given in considera- 
tion of this sale or exchange. 

M@ Charles E. Trantina v. U.S., 101 
AFTR2d 2008-443 


Prepared by Karen M. Cooley, CPA, MBA, 
instructor of accounting, and Darlene 
Pulliam, CPA, Ph.D., McCray Professor of 
Business and professor of accounting, both of 
the College of Business, West Texas AGM 
University, Canyon, Texas. 


INCOME AND DEDUCTIONS, 
INTERNATIONAL 


IRS CAN’T SHAKE YARDSTICK 
AT TAX TREATY 

The Court of Appeals for the Federal 
Circuit ruled a U.K. bank was entitled to 
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a $65 million refund because the IRS 
applied a regulation that increased the 
institution's income by $155 million in 
violation of the U.S.-U.K. tax treaty of 
1975. 

In the tax years 1981-1987, National 
Westminster Bank PLC (NatWest), a U.K. 
corporation engaged in international 
banking activities, conducted wholesale 
banking operations in the U.S. through six 
permanently established branch locations 
(the “U.S. Branch”). On its U.S. federal 
income tax returns for the years at issue, 
NatWest claimed deductions for accrued 
interest expenses as recorded on the books 
of the U.S. Branch. 

The IRS used the formula of Treas. Reg. 
§ 1.882-5 to recompute the U.S. Branch’s 
interest expense deduction. The formula 
excludes consideration of interbranch 
transactions for the determination of 
assets, liabilities and interest expenses 
under section 1.882-5(a)(5). The formu- 
la also imputed or estimated the amount 
of capital held by the U.S. Branch based 
on either a fixed ratio or the ratio of 
NatWest’ average total worldwide liabili- 
ties to average total worldwide assets 
under section 1.882-5(b)(2). 

At the trial court level, the Court of 
Federal Claims granted summary judg- 
ment for NatWest, ruling that the appli- 
cation of section 1.882-5 violated the 1975 
U.S.-U.K. tax treaty, Convention for the 
Avoidance of Double Taxation and_ the 
Prevention of Fiscal Evasion with Respect to 
Taxes on Income and Capital Gains. The 
Federal Circuit upheld the ruling that 
NatWest was entitled to the refund of 
$65,723,053 plus interest. 

The IRS argued that it was permitted to 
attribute capital to the U.S. Branch based 
on regulatory and marketplace capital 
requirements that apply to U.S. bank cor- 
porations, called the “corporate yardstick.” 
NatWest said the 1975 treaty did not allow 
the imputation of capital to the U.S. 
Branch based on capital requirements to 
which it was not subject. The appeals court 
agreed with NatWest that the “separate 
enterprise” principle of Article 7, para- 
graph 2 of the treaty barred the IRS from 
disregarding interbranch transactions 
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when computing the interest expense 
properly deductible by a permanent estab- 
lishment and from imputing capital on a 
basis other than an as-necessary adjust- 
ment of the U.S. Branch’s books to reflect 
actually allotted capital. 

The appeals court also noted that this 
interpretation was in accord with a U.K. 
ruling that caused the U.K. to abandon a 
formula imposed by its tax authorities 
because it violated the treaty’ separate- 
enterprise principle. 

@ National Westminster Bank v. U.S., 
101 AFTR2d 2008-490 


Prepared by JofA staff member Jeffrey 
Gilman, Esq. 


GIFTS AND ESTATES, 
CHARITABLE DEDUCTIONS 


SPLIT-INTEREST PROHIBITION 
UPHELD 

The Third Circuit Court of Appeals joined 
other jurisdictions in affirming IRC § 
2055(e)s prohibition of charitable deduc- 
tions from an estate for transfers of inter- 
ests in trust property that are not definitely 
divided between charitable and nonchar- 
itable beneficiaries, even where the 
arrangement shows little likelihood of 
being abusive in the way the subsection 
was enacted to prevent. 





In its June 2007 opinion, the Third Cir- 
cuit upheld the ruling of the District Court 
for the Western District of Pennsylvania 
and noted similar facts and holdings pre- 
viously by the Fifth Circuit (Estate of John- 
son v. U.S., 68 AFTR2d 91-6049); the Tax 
Court (Estate of Edgar v. Commissioner, 74 
TC 983); and a Nebraska district court 
(Zabel v. U.S., 82 AFTR2d 98-6334). 

James D. Galloway created a trust 
naming his son, granddaughter and two 
charitable entities as equal beneficiaries. 
The trust directed that residual distribu- 
tions would be paid in an installment of 
half of each beneficiary's share in 2006 
and the remainder in 2016. After Gal- 
loway’s death in 1998, the estate tax 
return included a nearly $400,000 
deduction for the anticipated charitable 
distributions. The IRS disallowed the 
deduction, citing section 2055(e). The 
estate, with the son as trustee, paid the 
nearly $160,400 additional assessment, 
for which it filed a refund claim, com- 
plaint and, ultimately, appeal. 

The government pointed to the 
statutes plain language that allows no 
deduction for a transfer to a charitable 
beneficiary where an interest in the same 
property also passes to a noncharitable 
beneficiary, except in the case of a char- 
itable remainder annuity trust, charitable 
remainder unitrust or a pooled income 
fund. The estate argued that the statute’s 
phrase “in the same property” was suffi- 
ciently vague to seek its meaning in the 
provision’ legislative history, which 
indicated it was meant to apply only to 
charitable remainder trusts. By contrast, 
the estate said, because the Galloway trust 
designated equal shares, its terms effec- 
tively amounted to separate trusts for the 
charitable and noncharitable beneficiar- 
ies. Otherwise, to allow the government 
to elevate form so far above substance 
would ignore and harm the trust’s char- 
itable intent and effect, it said. 

The court acknowledged that the kind 
of split-interest trust that appeared to have 
been uppermost in the congressional 
mind was one in which a noncharitable 
beneficiary held a life interest and the 
charitable beneficiary a remainder inter- 
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est. The life interest could be exploited to 
the hazard of the charitable remainder by 
high-return, high-risk investments. Thus, 
Congress allowed such splits only for 
annual distributions of fixed sums (char- 
itable remainder annuity trust) or per- 
centages of trust assets (unitrust), or for 
an irrevocable interest to the charity with 
a life interest retained by the donor 
(pooled income fund). But it was plain, if 
regrettable, that the statute itself left no 
choice: “We recognize the unfortunate 
result in this case,” since “the abuses Con- 
gress sought to protect against are not 
present here,” the court said. Also, the 
court found no evidence the estate even 
attempted to divide the trust property. 
Financial advisers are thus put on 
notice that failure to separate charitable 
and noncharitable trust interests or dis- 
tribute trust proceeds in the manner 
allowed by the statute will most likely 
result in disallowance of any claimed 
deductions for charitable transfers. 


Visit www.aicpa.org/infotech to join today! Have questions? E-mail ITinfo@aicpa.org 


M Edmond C. Galloway v. U.S., 99 
AFTR2d 2007-3412 


Prepared by JofA staff member Paul Bonner. 


CHARITY BEGINS WITH 
OWNERSHIP 
The Tax Court ruled that a criminal 
defense attorney who donated case mate- 
rials in a prominent case to the Univer- 
sity of Texas did not have sufficient 
ownership rights to the materials to claim 
a charitable deduction under IRC § 170. 
Even if the taxpayer did exhibit proper 
ownership, section 170(e)(1)(A) would 
limit his deduction to zero—his cost basis 
in the materials. Based on the disallowed 
deductions, the taxpayer was found liable 
for deficiencies in 2000 and 2001. 
Leslie Stephen Jones. represented 
accused Oklahoma City bomber Timothy 
McVeigh from May 1995 until Jones with- 


drew from the case in August 1997. 
McVeigh was convicted in June 1997 and 
subsequently executed for the bombing 
of the Alfred P. Murrah Federal Building, 
which killed 168 people. Jones donated 
to the university materials in his posses- 
sion, which included FBI case notes, 
witness interviews, medical examiner 
reports, photographs and computer 
disks, among many other materials tied 
to. the case. 

Based upon an appraisers valuation, 
Jones and his wife claimed a charitable 
deduction of $294,877 in 1997, which 
was carried over from their 1997, 1998 
and 1999 joint federal income tax 
returns. The IRS denied the deduction 
and assessed deficiencies of $3,675 for 
2000 and $11,110 for 2001. 

Since state law controls the nature of 
a taxpayer's legal interest in property, the 
court first examined whether Jones had a 
property interest in the donated materi- 


als under Oklahoma state law. In denying % 
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Jones’ assertion that he owned the mate- 
rials, the court noted the unique fiduci- 
ary relationship between an attorney and 
a client. The rules of ethics charge an 
attorney in that role with the safekeeping 
of a client's property. 

The court said the attorney-client 
relationship is fundamentally one of 
agency, and the delivery of materials to 
Jones by various investigating govern- 
ment agencies occurred within the scope 
of that agency relationship. Though 
Oklahoma courts have not ruled on this 
specific fact pattern, the court cited cases 
showing the weight of authority supports 
the notion that clients are the legal own- 
ers of their case files, including the attor- 
neys work product. Furthermore, the 
rules of ethics would prevent Jones from 
disclosing or capitalizing on any infor- 
mation related to his representation of 
McVeigh absent an explicit waiver of the 
attorney-client privilege. No proof of 
waiver was presented. 

The court further noted that even if 
Jones could prove ownership, section 
170(e)(1)(A) requires the deduction be 
reduced by the amount of gain that 
would not have been long-term gain if 
the property contributed had been sold 
at its fair market value. Since the prop- 
erty would be work product that fell 
under the letter, memorandum or 
similar property exclusion from long- 
term gain treatment under section 
1221(a)(3), Jones would have been left 
to deduct only his basis in the property, 
which was zero. 

This case should highlight for tax 
practitioners the close intersection of state 
law and federal tax law when property 
rights are at issue. It should also give 
attorneys pause to consider the ethical 
implications of divulging to third parties 
any information obtained in the course of 
the attorney-client relationship—for tax 
benefit or otherwise. 

@ Sherrel and Leslie Stephen Jones v, 
Commissioner, 129 TC no. 16 


Prepared by JofA staff member Jeffrey 
Gilman, Esq. eo 


Line Items 


TAXPAYER ADVOCATE 
PRESENTS ANNUAL WISH LIST 
National Taxpayer Advocate Nina Olson 
presented her annual report to Congress 
in January recommending dozens of 
issues for the IRS and Congress to 
resolve this year. The report analyzes 
issues in 26 categories, including 
collection and tax services, privacy pro- 
tection and tax preparer standards. 
Late tax-law changes. Olson said 
paper and electronic filers may not be 
claiming deductions because Form 
1040 and its instructions are often 
finalized after tax preparation software 
packages have been completed. She 
recommended the IRS create a formal 
process to update Congress’ taxwriting 


- committees, starting June 30, about how 


tax filing might be slowed by late 
changes to the Tax Code. 

Tax gap. The report recommended 
the IRS establish a “cash economy pro- 
gram office” to improve compliance in 
the cash economy. The IRS has already 
rejected this suggestion. The report said 
the cash economy accounts for about 
$100 billion of the estimated annual tax 
gap of between $290 billion and $345 
billion, as determined by a 2001 IRS 
analysis. 

Private debt collection. Olson called 
for repeal of the use of private debt 
collection agencies to collect back taxes. 
She estimated the $7.35 million appro- 
priated to this program in fiscal 2008 
would result in $30 million in collections, 
compared with $146 million that could 
be collected through the IRS’s 
Automated Collection System. 

Apology payments. Taxpayers should 
be given nontaxable “apology payments” 
of between $100 and $1,000 if they 
suffer undue burdens or excessive 
expenses caused by IRS mistakes or 
inaction. 

Circular 230. The report called on 
the IRS Office of Professional 


Responsibility to clarify some aspects of 
Circular 230, particularly whether tax 
advice is a “covered opinion; what con- 
stitutes “willful” conduct, and whether a 
statute of limitations applies to violations. 

Tax preparer standards. The report 
highlighted the risk created by height- 
ened preparer standards of “more like- 
ly than not” under IRC § 6694. This 
change gives a preparer the incentive to 
choose a course that protects the 


- preparer’s own interests rather than the 


taxpayer's. 

Tax strategy patents. Olson also 
called on Congress to pass pending 
legislation banning tax strategy patents 
or barring their enforcement (see “On 
Equal Terms,’ page 68). If Congress 
does not outlaw such patents, it should 
require the U.S. Patent and Trademark 
Office to refer them to the IRS to review 
whether their strategies are abusive. 

Most-litigated issues. Congress 
should expand the spousal protections 
of sections 66 and 6015. The proposed 
changes would allow defenses under 
those sections to be raised in a collec- 
tions action in district court. Current law 
allows the defenses in district court only . 
in a refund action. Joint and several 
liability under section 6015 was the ninth 
most-litigated issue in the past year. 

The third most-litigated issue involved 
summons enforcement under sections 
7602, 7604 and 7609. The report listed 
several cases to illustrate the Service's 
more aggressive stand in such matters, 
including the recent Textron case, in 
which a lower court granted work prod- 
uct protection to third-party workpapers 
(see “Tax Matters: Work Product Stands 
Up to IRS Summons,’ JofA, Nov. 07, 
page 80). : 

The report is available at www.irs. 
gov/advocate/article/0,,id=177301,0 
O.html. 


GAO: OFFSHORE REMITTANCES 
UNDERWITHHELD 

Despite the IRS's eight-year-old qualified 
intermediary (Ql) program, billions of dol- 
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Why do the best and brightest professionals come to 
Reznick Group? Because, like us, they appreciate a 
progressive, entrepreneurial culture in which personal 
achievements are applauded and creativity is encouraged. 





The unique approach we take in business really shows. We 
are proud to have the highest percentage of women partners 
in the industry and to be named a “Best of the Best Firm” by 
Inside Public Accounting for three consecutive years. 





To learn more about our dynamic organization and view 
our up-to-the-minute career opportunities, please visit our 
website. EOE, M/F/D/V. 


uot) Reznick 
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Contact: 
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Wwww.reznickgroup.com 


Atlanta | Austin | Baltimore | Bethesda | Birmingham 





Charlotte | Chicago | Los Angeles | Sacramento | Tysons Corner 











lars in U.S.-source income continue to 
flow overseas without proper tax with- 
holding, the Government Accountability 
Office said. Qls are foreign financial insti- 
tutions that contract with the IRS to pro- 
vide withholding of U.S. tax and administer 
treaty provisions. However, they figure in 
a relatively small portion of U.S. money 
going offshore—only about 12.5% of the 
$293 billion that left the country in 2008, 
according to the most recent data avail- 
able, the GAO said. Income flowing 
through U.S. financial institutions or other 
“withholding agents” may be more vulner- 
able to offshore tax evasion by U.S. tax- 

' payers, since, unlike Qls, those institutions 
don’t always require direct documentary 
verification of account owners’ identities, 
the GAO said. 

But despite their more stringent iden- 
tification requirements and smaller vol- 
ume, Qls handled more money with 
unknown tax jurisdictions ($11.3 billion) 
than did U.S. withholding agents ($7.8 
billion). The average withholding rate by 
both conduits combined was 2.7%. IRS 
officials were unable to explain why that 
rate was so much lower than the statuto- 
ry withholding rate, barring any exemption 
or treaty reduction, of 30%. They said the 
unknown jurisdictions for QI accounts 
could be a byproduct of a feature intend- 
ed to make them more attractive— 
accounts may be pooled for reporting to 
the IRS rather than listed individually. 


GEORGIA TAX COURT EYED 

Practitioners hope to see a state tax court 
started in Georgia, one of 27 states lack- 
ing a dedicated tax court or administrative 
appeals forum fully independent of a state 
revenue agency. Besides removing pro- 
ceedings from any appearance of bias, an 
independent tax tribunal offers several 
other advantages including a less crowd- 
ed docket, greater tax expertise from the 
bench, more uniformity and published 
decisions, proponents say. The State Bar 
of Georgia’s Taxation Law Section has 
drafted a proposed bill to establish the 
court, which would hear appeals from the 
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state Department of Revenue. Filing a 
petition would stay an enforcement or 
collection action, eliminating the “pay to 
play” requirement currently in effect. 
Under Georgia’s present system, tax- 
payers not satisfied with a state revenue 
assessment may appeal to a state supe- 
rior court or the Office of State 
Administrative Hearings, whose deci- 
sions are not binding on the Department 
of Revenue. The proposed legislation 


would grant the tax court and superior 


courts concurrent jurisdiction to hear 
appeals. The new court would also 
include a small-claims venue. 

Proponents hope to introduce legisla- 
tion. in the state’s 2009 legislative 
session. The court will require a pilot 
program, with approval by two-thirds of 
each legislative chamber required to 
become a permanent body, said Peter 
Stathopoulos, managing director of state 
and local taxes of Atlanta-based account- 
ing firm Bennett Thrasher PC, and John 
Allan, tax partner at law firm Jones Day’s 
Atlanta’ office. Allan chairs, and 
Stathopoulos is a member of, the State 
Bar of Georgia’s task force that drafted 
the proposed legislation. Both are CPAs 
and attorneys. 

In its 2007 publication of The Best 
and Worst of State Tax Administration, 
the Council on State Taxation listed 21 
states as lacking an independent tax dis- 
pute forum and gave another six an inter- 
mediate ranking. The study can be read at 
www.statetax.org/Content/Content 
Groups/Home_Page Content/COST_ 
Studies, Articles_and_Testimony/2007 
BestAndWorstScorecardAmended.pdf. 


PPA REGS DELAYED, 

GUIDANCE ISSUED 

The IRS delayed implementation and pro- 
vided transitional guidance for proposed 
regulations under new provisions of the 
Pension Protection Act of 2006 that relate 
to funding requirements and benefits of 
single-employer defined-benefit pension 
plans. Prop. Treas. Reg. §§ 1.430(f)-1 
and 1.430(h)(8)-2, which address main- 


taining certain funding balances and use 
of substitute mortality tables, respectively, 
were originally proposed to apply to plan 
years beginning on or after Jan. 1, 2008. 
In Notice 2008-21, the IRS 
announced a one-year delay in their effec- 
tive date. For plan years beginning during 
2008, taxpayers should note that they 
may use mortality tables that are sub- 
stitutes for the standard tables of IRC § 
430(h)(3)(A) only if those tables are 
approved pursuant to Revenue Procedure 
2007-37. The guidance also covers other 
interim considerations including a transi- 
tion rule for calculation of benefit limita- 
tions under IRC § 436. 


AICPA ISSUES GUIDANCE FOR 
2007 RETURNS ON TRUSTEE 
COSTS 

The AICPA has produced guidance for 
members preparing 2007 fiduciary income 
tax returns, in keeping with the recent hold- 
ing of the U.S. Supreme Court in Knight v. 
Commissioner. The case (101 AFTR2d 
2008-380) affirmed that investment advi- 
sory fees of estates and nongrantor trusts 
generally are subject to the 2% of adjust- 
ed gross income floor as miscellaneous 
itemized deductions, except to the extent 
they are incremental to or different from 
what an ordinary individual would com- 
monly incur (see “Tax Matters: Supreme 
Court Upholds Trust Expense Floor?’ JofA, 
March 08, page 73). The guidance, pre- 
pared by the Section 67(e) Task Force of 
the AICPA’s Trust, Estate and Gift Tax 
Technical Resource Panel, addresses 
such questions as the ruling’s application 
to investment advisory fees, trustee fees, 
tax return preparation fees and other costs, 
as well as substantiation requirements for 
treatment of items. The guidance may be 
downloaded at http://tax.aicpa.org/ 
Resources/Trust+Estate+and+Gift/ 
Trusts/AICPA+Guide+on+Trust+ 
Advisory+Fees+for+Form+1041.htm. 
Other case materials and commentary 
are available at http://tax.aicpa.org/ 
Resources/Trust+Estate+and+Gift/ 
Trusts. * 







E AN ABV 


CPAs are known as used advisors. CPAs with the ABV 
credential are recognized for their business valuation 






expertise and a commitment to lifelong learning. 


If you, your business or client need valuation expertise, 
consider hiring an ABV. 





Visit aicpa.org/FVS, then click on Find an ABV to learn 
more — and hire an ABV today! 





BECOME AN ABV 


Set yourself apart, and attract new opportunities to your 





practice. Become an ABV — with the powerful combination 
of valuation expertise and everything a CPA stands for. 


ye ABV exam will be Enhance your valuation practice! The AICPA’s ABV 
ffered November 10 Exam Registration begins in July and runs through 


Pe) October 31. Don't hesitate, begin preparing today! 


ovUe | Am DI=xero1gn) ley 
To learn more about the ABV exam, visit aicpa. org/abvexam, 


e-mail FVSinfo@aicpa.org, or call 1-888-777- 7077. 








ABV@aicpa.org 1-888-777-7077 





FROM THE TAX ADVISER 





DISCLOSURE OF TAXPAYER INFORMATION 


Return Preparers Subject 
to New Regulations 


ection 7216 of the Internal Revenue Code imposes 

criminal penalties on tax return preparers who know- 

ingly or recklessly make unauthorized disclosures or 

uses of information furnished to them in connection 

with the preparation of an income tax return. Newly 

finalized regulations should prompt all return pre- 
parers to evaluate their processes to ensure that they conform to 
the new requirements (TD 9375). 

The final regulations are the first update to the rules govern- 
ing preparer disclosure and privacy requirements since 1974. 
Return preparers will have until Jan. 1, 2009, 
to implement the new requirements. 

The new rules affect only return preparers; 
they do not affect the strict rules governing 
how the IRS handles taxpayer information. 


MARCH 2008 


of Partnership Conversions 


RETURN INFORMATION 

The regulations provide a new definition of tax 
return information subject to the disclosure 
and use restrictions. This includes information 
that: 

m [he preparer derives or generates from 
tax return information in connection with 
preparation of a return; 

m The preparer receives from the IRS in 
connection with processing returns; or 

m Is a statistical compilation of tax return 
information, even in a form that cannot be associated with, or 
otherwise identify, a particular taxpayer. 

Information furnished by the taxpayer for purposes of en- 
gaging a tax preparer to prepare a tax return is also considered 
return information and is therefore subject to the new rules. See 
Treas. Reg. § 301.7216-1(b)(3). 


DISCLOSURE CONSENT 

Under the new rules, preparers generally must obtain taxpayer 
consent, either by paper or electronically depending on how the 
return is being filed, before tax return information can be disclosed 
to any third party or used for any purpose other than filing the 
return. Such consent must identify the intended purpose of the 
disclosure, identify the recipients, and describe the particular 
authorized disclosure or use of the information. 


THE TAX 


ADVISER & 


15453 Holding reseed and Boss Considerations | 


Precedure & Ashainistration: 
162 CPAs at Risk os Seen ‘Continues, 
to Attack Abusive Jax Shelters 


168 epeteincome lox Developmen’ (Por 





The regulations include mandatory language that must be 
included in the consent informing individual taxpayers that (1) 
they are not required to sign the consent; (2) if they sign the 
consent, federal law may not protect their information from fur- 
ther disclosure; and (3) if they sign the consent, they can set the 
duration of that consent. If taxpayers fail to set a time period, 
the consent is valid for a maximum of one year. 

To protect taxpayers from being pressured with repeated 
consent requests regarding the same issue, if a taxpayer declines 
to provide consent for an unrelated tax preparation disclosure 
or use request, the preparer cannot make a 
similar consent request. 

Finally, preparers must obtain consent from 
taxpayers before sending tax information to an- 
other preparer outside the United States. This 
is to ensure that taxpayers know when their re- 
turns are being sent offshore for preparation. 
In such cases, the regulations require that the 
taxpayer's Social Security number be redacted. 

For a detailed discussion of the issues in 
this area, see “New Rules for Disclosure and 
Use of Tax Return Information by Tax Return 
Preparers,” by Michael P. Dolan, Esq., CPA, in 
the April 2008 issue of The Tax Adviser. 


—Alistair M. Nevius, editor-in-chief 
The Tax Adviser 


Also look for articles on the following subjects in the April 
2008 issue of The Tax Adviser: 

m A report on tax accounting and the federal criminal code. 

m An update on state corporate income tax developments. 

m A discussion of the withholding rules for U.S. source in- 
come of foreign persons. 





: Notice io Rede. 


Members of the AICPA tax section may subscribe to The a 

Adviser at a reduced price. Call 800-5 13- 3037 or e- -mail 

taxsection@aicpa. org fora subscr: iption to the m:; gazi ine OF 
to become a mber of the tas section. 
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ABMonline 


New! 


The Accountant’s Business Manual (ABM) 
is now available for online access 





ONLINE 


Quick overviews, fast answers, concise summaries, hundreds of 
practice aids — with coverage of 26 business topics including: 


e Sole Proprietorships 


e Limited Liability Companies 
e Obtaining Financing 
e Business Valuation 


e Partnerships 
e Corporations 


° Cash Management 


e IRS Practice and Procedure 
e Human Resources 


e S Corporations e Investment Vehicles 


>> 


For years, thousands of CPAs have ii 
relied on ABM as a trusted one-stop I : E 2g en at ds ae 


source for quick overviews and fast 
answers on a variety of business 
questions from clients and senior 
management. 


e And More! 


A representative may obtain the number for a proprictor by completing the “Third Party Designee” section and 
obtaining the client's signature on Form SS. 


6.6 Workers’ Compensation 


Se ee es « 


rompensation shitutes 
the enterprise is subject to mandatory coverage fora cps azn 
Cocmeneea spies oc ohagpenalsakcusicn aides sagen) 


statutes to determine if 
(Seo the Workers’ 


6,7 Unemployment Compensation 


TT ent ne ee ee ee programs =| 

must be made ifthe mimber and type of employees necessitate stich under federal and wtwte flaws, State | 

I may be involved, Federal unemployment (FUT A) tax must be paid ona quarterly | 

epost (FTD} coupon, ifthe ability execeds $300. Annual reporting is required on IRS | 

January 31 of the following year, egies aah cnc (eae Consult 

Circular E, Employer's Tax Guide, to determing necessary coverage. (See also the Unemployment Insummce chapter, |) 
herein, for further guidanee.) 


Now this "must-have" reference tool 
delivers even more value — faster — in 
an enhanced searchable online format. 















ABMonline gives you: 

e Easily accessible, detailed Table of 
Contents — easily expandable and 
collapsible with the click of a mouse 
— for all 26 business topic areas 


e Term search capabilities accessible 
from every page 


J.J Accountants Business “ 
~B 

BY Preface 

(16-2) Sole Proprietorship 
(4-2) Partnerships 
vee Corporations 
is} {2)5 Corporations 


e Hyperlinked text to take you to other 
relevant sections of ABMonline or to 
third-party references, fast 


e Downloadable tools, forms, letters 
and checklists 









For more information, and to order, visit www.cpa2biz.com. 


1 Year Online Access 
ABM-XX Regular $198.75 
AICPA Member $159.00 





eat Worty , Dan words © Phan Oibosines 
Wi snow exenepts 


The ABM resources you trust, the internet functionality you expect. 
Together, and just a keystroke away. ABMoniine. 


Contant Hierarchy 
ak om Publications 


Salf Assasstrnant Too 


www.cpa2biz.com 


888.777.7077 











Technology Q&A. 


by Stanley Zarowin 


Add pizazz to arrows and pointers in Excel spreadsheets...Customize Excel’s cursor direction 
after entering data...Update on erasing the shortcut icon arrows...A better way...Shortcuts 


ADD PIZAZZ TO ARROWS AND POINTERS IN 
EXCEL SPREADSHEETS i 
When I do a presentation that includes spreadsheets, 
I usually use arrows to illustrate the relationship 
between numbers, and while it works OK, it lacks 
tm Pizazz. Is there some way I can add more impact to 
my spreadsheets? 
There are lots of things you can do—such as adding color, 
size and shape. Let's look at the options. 
If yowre using Excel 2007, click on Insert and then on 
Shapes, which produces this menu: 









































| Recently Used Shapes _ e 
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Se TUN al 
Basic Shapes 
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Not only do you have many choices, but each shape is easi- 
ly adjustable, for example, by grabbing its edge with your cur- 
sor and reshaping it, say, from... 


Once you click on a shape, the Home Ribbon switches to 
Format and, depending on which shape you select, that menu 
automatically adjusts to the special options for your selection (see 
screenshot atop next column). 





tise. ...to this. 


In Excel 2003, however, you have fewer options and the cus- 
tomization steps are not as convenient. Begin by clicking on View, 
Toolbars, Drawing and then go to the bottom of the screen and 
either click on the simple arrow in the toolbar or click on 
AutoShapes, and then Lines if you want still more choices... 
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...or Block Arrows if you want an arrow that you can make a 
bit fancier... 





...and click on your selection. Now move your cursor to where 
you want it to appear in the worksheet and click. If you choose 
Block Arrows, you can customize some of the choices by click- 


ing and dragging, for example: 





from this... 


...to this. 


Now, to gussy it up further, go to the toolbar on the top of 
the screen and click on Format, AutoShape and this screen will 


appear: 
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Colors 





Evy 






a 
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Make-sure the Colors and Lines tab is selected, and now you 
can customize both the arrow line and arrowhead. You also can 
choose whether and how much you want the arrow image to be 
transparent so the data below can show through. 


CUSTOMIZE EXCEL’S CURSOR DIRECTION 
AFTER ENTERING DATA 

When I was using Excel 2003, I could easily adjust which 

direction the cursor would move—either to the right or 
down—after I entered data ina cell. But Office 2007 doesn’t seem 
to give me a choice. Is there a way to adjust that default? 

There is, and its tucked under the Ribbon. And 

I don’t know whether you realize it, but as you'll 
shortly see, you have more choices than moving it 
to the right or down. To access the default adjust- 





ment, click on the Microsoft Office Button and then on Excel 
Options at the bottom of the screen and on Advanced, which 


produces this screen: 


pitts 


er, move selection 


Direction: 
Automatica 
Places: 
Enable fill H" 
Alert betorew 





Notice you have the option of moving it down, up, right and 
left. 

In Office 2003, access the adjustment by clicking on Tools, 
Options, Edit, generating this screen: 
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Move selection after Enter 
Direction: 


ase 


[J Fixed decimal 
Places: 









Cut, copy, and sort objects ¥ 
Ask to update automatic links 


One more option: For some reason Microsoft doesn’t tell you 
that, in both Office 2003 and 2007, a click on Tab will move the 
cursor to the right no matter how you set the default. 


UPDATE ON ERASING THE SHORTCUT ICON 
ARROWS 

In the January 2008 issue (page 80), I told how to eliminate those 
annoying little arrows in Windows XP’s shortcut icons by run- 
ning Microsoft's free Tweak UI tool. At that time there were no 
free tools to do the job for Vista. Well, there is now—FxVisor (also 
called Vista Shortcut Manager) from Frameworkx. Go to 
www.frameworkx.com and click on “downloads.” In addition 
to just removing the arrow, FxVisor gives you these options: big 
arrow, small arrow, magnifying glass or nothing. 
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A BETTER WAY 

In the January issue (page 82), | suggested an automatic way 
to open a group of Excel worksheets in just a few steps—a 
technique that is especially handy when you need to regular- 
ly reopen that group in the future. Several readers suggested 
a much better way to perform that task, applying Excel’s Save 
Workspace function. 

To use Save Workspace in Excel 2003, first open the files you 
want in the group and then click on File, Save Workspace (see 
screenshot below) and give it a name (it will automatically be 
given a .xlw extension). 


Close 

Save 

Save As... 

Save as Web Page... 


st ae 





If you wish, you can customize the setup before you save the 
file so that selected worksheets within each file will open, or you 
can even customize it further by having several sections of work- 
sheets all open and arranged on one screen. To do that, click on 
Window, New Window and Arrange, which brings up this 
screen: 





You can arrange the worksheet layout in a way that lets you 
easily access just the data you need, as illustrated in the follow- 
ing screenshot: 





Excel 2007 also has the Save Workspace function and, as 
expected, its accessed differently. Open the target files and 
then go to the Ribbon and click on View to access both New 
Windows (so you can display more than one worksheet) and 
Arrange All (to customize the display). The Save Workspace 
icon is farther to the right. 





Since there is no limit to the number of Save Workspace files 
you can store, you may want to establish one for each client or 
business category. 


SHORTCUTS 

m Enlarge screen view: Hold down Ctrl key and turn wheel on 
mouse—away from you to enlarge the screen view and toward 
you to shrink it. 

m Word: To toggle from variations of letter capitalization to 
lowercase, highlight the target words and press Shift+F3. The 
words will toggle between all lowercase, all uppercase or just 
the first letter of each word uppercase. a 





Stanley Zarowin is a contributing editor to the JofA. His e-mail address is 
stanley.joatech@gmail.com. 
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AICPA business solutions 
The AICPA Business Solutions Workshop: 


Delivering on Your Trusted Advisors” Status 


You don’t need to have all the answers. You just need to help your clients put a plan together. 






“The AICPA Business 
Solutions Trusted 
Advisor Workshop is an 
excellent way for any 
CPA to focus on how to 
more effectively serve 
his or her clients. ” 





— Sidney Kess, CPA, 
J.D., LL.M. 


ttend the AICPA Business Solutions Workshop, and become part of a 
growing group of CPAs who are learning practical tools, techniques and 
skills for strategic client planning. 


Through solution-driven sessions, you'll learn how to translate the issues 
Clients face into opportunities for consulting with them — by hearing first- 
hand why some clients switch firms and what they’re looking for from a CPA. 


You'll gain expert insight into how to determine optimum billing rates, cull low 
margin clients and what technology is most important to invest in. And with 
hands-on training, you'll learn how to start a strategic dialogue by proactively 
managing your client relationships. So you can return to the office with a 
concrete action plan to enhance your practice. 


If you don’t have these strategic discussions with your clients someone else will. 


Who Should Attend 

e Sole practitioners Space is limited, 

e CPAs and partners in register early 
small-to mid sized firms FETT] 

e Staff looking to take on more Sr VR 





Registration information 


Online: www.cpa2biz.com/TrustedAdvisor 
Phone: 1-888-777-7077 (credit card registration only) 
AICPA Member Fee: $349 Nonmember Fee: $449 


Group Discounts: Groups of 2 or more people from the same 
firm are eligible to receive a 10% discount on the workshop fees. 
Call 1-646-233-5078 or if registering online, use coupon code RMD 
during checkout. 


AICPA} 


Workshops coming to 

a city near you, in 
co-sponsorship with 

these State CPA Societies: 


Little Rock, Arkansas 

May 6, 2008 

Arkansas Society of CPAs 

Register by 04/22/08 and SAVE $50! 


New Orleans (Kenner), Louisiana 
May 9, 2008 

Society of Louisiana CPAs 

Register by 04/25/08 and SAVE $50! 


Seattle (Bellevue), Washington 
May 13, 2008 

Washington Society of CPAs 
Register by 4/30/08 and SAVE $50! 


Boston (Waltham), Massachusetts 
May 16, 2008 

Massachusetts Society of CPAs 
Register by 05/02/08 and SAVE $50! 


Indianapolis, Indiana 

June 3, 2008 

Indiana CPA Society 

Register by 05/20/08 and SAVE $50! 


Albuquerque, New Mexico 

June 6, 2008 

New Mexico Society of CPAs 
Register by 05/23/08 and SAVE $50! 


Wichita, Kansas 

June 12, 2008 

Kansas Society of CPAs 

Register by 05/29/08 and SAVE $50! 


Sioux Falls, South Dakota 

June 12, 2008 

South Dakota CPA Society 

Register by 05/29/08 and SAVE $50! 





Www.cpa2biz.com 
888.777.7077 
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Inside AICPA 


Hopwood earns Lifetime Contribution Award...Communications awards recognize 
financial literacy campaigns...AlCPA co-sponsors awards for research...Institute co-sponsors 
course for small businesses...Eisenberg receives PFP award...Where to Turn 





Anthony Hopwood 


PROFESSOR HONORED 
FOR WORK IN MANAGEMENT 
ACCOUNTING 


nthony Hopwood received the 

2008 Lifetime Contribution Award 

from the Management Accounting 
Section of the American Accounting As- 
sociation. 

The award, sponsored by the AICPA, 
recognizes those who have made an im- 
portant mark on management accounting, 
education and practice. 

Hopwood, American Standard Com- 
panies Professor of Operations Manage- 
ment at Said Business School in Oxford, 
England, was honored for his research 
and teachings on organizational control 
and management perspectives. 

He is also the editor-in-chief of 
Accounting, Organizations and Society 


and a former president of the European 
Institute for Advanced Studies in Brus- 
sels, Belgium. In 1998, he was voted the 
Distinguished Accounting Academic of 
the year by the British Accounting Asso- 
ciation. He is also a former dean of the 
Said Business School. 


INSTITUTE’S FINANCIAL 
LITERACY CAMPAIGNS 
WIN COMMUNICATIONS 
AWARDS 


he Institute received 15 MarCom 

Awards and nine Hermes Creative 

Awards from the Association of 
Marketing and Communication Professionals. 

More than half the awards were for the 
Feed the Pig campaign, a national public- 
service program, created in partnership 
with the Ad Council, to help Americans 
ages 25 to 34 prepare for long-term 
financial security. 

The AICPA’s 360 Degrees of Financial 
Literacy program, which educates Ameri- 
cans on important financial topics and 
issues affecting them at different stages 
of life, received a gold award for its Web 
site www.36Ofinancialliteracy.org. 

Other awards went to two annual 
reports, three membership marketing 
brochures and staff orientation and 
retention videos. 


AICPA TEAMS UP WITH AAA 
FOR TWO AWARDS 


he AICPA, the Chartered Institute 
of Management Accountants in the 
United Kingdom and the Society of 


Management Accountants (CMA Canada) 
are co-sponsoring two new awards for re- 
search in management accounting for the 
American Accounting Association’s Man- 
agement Accounting Section. 

The first award of $2,000 honors an 
early-career researcher with the best overall 
body of research in management account- 
ing. The submission deadline is March 31. 

The second award, also $2,000, rec- 
ognizes the author of a single article with 
the greatest potential impact on practice. 
The submission deadline is Aug. 31. 

For more information on these awards, 
visit the AAA Web site at http://aaahq.org/ 
mas. 


AICPA CO-SPONSORS 
FINANCIAL MANAGEMENT 
COURSE 


he Institute, Dell Inc. and PC Mag- 

azine recently joined forces to help 

small businesses with financial 
management. 

The free online course, “Financial 
Management Made Easy—Solutions for 
Small Businesses,’ is offered through PC 
Magazine's Learning Center series for 
businesses employing up to 25 people. 
The program consists of three lessons: 

@ Technology Tools for Easy Financial 

Management 

m Complete Solutions for Standard- 

ized Financial Reporting 

@ Financial and Accounting Compli- 

ance and Outsourced Resources 
llene Eisen, CPA, CITP, a principal with 
California-based firm ie Solutions, is a 
guest instructor for the third lesson of the 





88 Journal of Accountancy April 2008 


PRAUIU DT AICMARY FAVERIT 


eee 





course, which is available for download at 
www.dell.com/financial_training. 
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ichael Eisenberg received the 

2007 Personal Financial Plan- 

ning Distinguished Service 
Award, which recognizes an AICPA volun- 
teer who significantly contributes to the 
advancement of personal financial planning 
as a practice discipline and exemplifies the 
CPA as financial planner. 

Eisenberg is a member of the National 
CPA Financial Literacy Commission, 
which directs the Institute’s 360 Degrees 
of Financial Literacy and Feed the Pig 
campaigns. 

“Michael is the embodiment of what it 
means to be a CPA financial planner,’ Jim 
Meizler, AICPA vice president—Small Firm 






Grow Your 


Financial Planning Practice 
azy @|@|@ PEP Section 


Interests, said in a news release. 
“Through his many years as a volunteer 
on our financial planning committees and 
those of his home state of California, 
Michael has worked tirelessly and enthu- 
siastically to advance the CPA's profile in 
the financial planning arena” 

Eisenberg is principal of Eisenberg Fi- 
nancial Advisors, based in Los Angeles, 
and is a frequent commentator on finan- 
cial planning topics in national and local 
media. He also contributed to the book 
Tips from the Top: Targeted Advice from 
America’s Top Money Minds. 

Eisenberg also is past chairman of the 
AICPA Personal Financial Specialist Cre- 
dential Committee and past member of 
the AICPA PFP Editorial Board. 

Dick Fohn, chairman of the Personal 
Financial Planning Executive Committee, 
and Bob Jazwinski, chairman of the Per- 
sonal Financial Specialist Credential 
Committee, presented the award at the 


Distinguish Your 
Financial Planning Expertise 


PFS 


2008 Advanced Personal Financial Plan- 
ning Conference in Las Vegas. 





Michael Eisenberg 


SAVE 


$ $200 ¢ 
7 Rta 5 





Personal Financial Planning 


Join the AICPA Personal Financial Planning 
Membership Section to... 


mw Get access to Forefield Advisor (a $399 value) 

m@ Stay informed about PFP legislation, trends and 
developments in the industry 

@ Receive valuable resources, templates and turnkey client 
tools tailored specifically for CPA financial planners 

@ Enhance your practice management strategies 
and profitability 

mw Attend Web seminars on cutting-edge topics specific 
to your needs 

Receive conference discounts 





Visit aicpa.org/PFP to join today! Enter promo code PFPO1 


Questions? 
call: 1.888.777.7077 | e-mail: pfpinfo@aicpa.org 


Personal Financial Specialist 


Become a CPA Personal Financial Specialist 
Credential Holder and... 


@ Gain recognition as a competent and trustworthy 
financial advisor 

m Access marketing tools to promote yourself and 
increase new business 

m Receive media training and opportunities to participate 
in public relations activities 

m Network with other thought leaders in the industry 


Call 1.888.777.7077 to join today! Mention promo code PFSO1 


1SO Certified 


HON Es Pat) 
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AICPA...Where to Turn 





Member Service Center 
1-888-777-7077 


@ Option #1 Orders/CPE/Conference Inquiries 

@ Option #2 AICPA Membership Inquiries Including Dues 

@ Option #3 Webcast/AICPA.org Web Site/CPA2Biz Including 
Log In & Access Inquiries 

@ Option #4 AICPA Credentials or Membership Sections 
Inquiries 

@ Option #5 Professional Ethics/Library Services 


Monday-Friday 9 a.m.—6 p.m. ET 
220 Leigh Farm Road - Durham, NC 27707 


Fax: 1-800-362-5066 ¢ service@aicpa.org * www.aicpa.org 


Audit & Accounting Technical Information Hotline 


1-877-242-7212 


Monday-Friday 9 a.m.—8 p.m. ET 


AICPA Contact Information 


PIGEA UL OROl oe 919/402-4440 
CPA Accessory Collection (Big Game Outfitters)........... 212/596-6299 
CUM 0¢0 6 212/596-6114 
Uord-party logotequesis. =. 212/596-6107 
AICPA Foundation «2 2) es 919/402-4939 
AICPA Political Action Committee (AICPA PAC) .......... 202/434-9276 
Academic & Career Development 

Student Recruitment Programs and Products .......... 919/402-4014 

Recruiting Materials for the Profession ............... 919/402-4014 
Accounting and Auditing Publications .................. 919/402-4811 
Accounting Standards (www.pcfr.org) 2.2.20... eee 212/596-6167 


Advertising—Classified (Journal of Accountancy, The Tax Adviser) 800/237-9851 
Advertising—Display (Journal of Accountancy, The Tax Adviser) . . 800/873-1677 
Antifraud & Corporate Responsibility 


Resource Center. 8 2 www.aicpa.org/antifraud 
Audit & Accounting Technical Information Hotline ........ 877/242-7212 
Monday-Friday 9 am —8 p.m. ET 
Audit Committee Effectiveness Genter..¢.. ACMS@aicpa.org 
Audit Quality Centers: 
Center for Audit Quality (www.thecaq.org)............ 888/817-3277 
Employee Benefit Plan (www.aicpa.org/ebpaqc)........ 202/434-9253 
Governmental (www.aicpa.org/gaqc)........2........ 202/434-9259 
mugiting Standards ee. 212/596-6032 
Benevolent Mund Gi ek ee 866/527-2228 
Business, Industry & Government Member Inquiries ....... 919/402-4816 
ee f{meenter@aicpa.org 
Committee Appointments... 7 212/596-6097 
(volunteers@aicpa.org and http://volunteers.aicpa.org) 
Commuttee Reimbursements 5 2 asingletary@aicpa.org 
COMmMUNICAONS 212/596-6106 
Competency Self-Assessment Tool............... www.cpa2biz.com/CAT 
Compilation and Review Engagements..................% 212/596-6250 
Copyright Permissions (www.copyright.com) ............ 978/750-8400 
CPA Client Bulletin, CPA Client Tax Letter; 0. 919/402-4060 
CPA Letter, The (editorial) (www.aicpa.org/TheCPALetter). . . 212/596-6112 
Credentials and Technical Member Sections............... 888/777-7077 
Accredited in Business Valuation credential............. aby@aicpa.org 
Business Valuation/Forensic & Litigation Services .. .. BV-FLS@aicpa.org 
Certified Information Technology Professional credential . citp@aicpa.org 
Information Technology Services .........-2....... infotech@aicpa.org 
Personal Financial Planning Services.................. plp@aicpa.org — 
Personal Financial Specialist credential................. p{s@aicpa.org 
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AICPA Contact Information (continued) 


Examinations (Uniform CPA Exam)... 9). 2. www.cpa-exam.org 
Federal Legislation (non-tax congressional matters) ........ 202/434-9206 
Federal Regulatory Matters (non-tax-related).............. 202/434-9253 
Financial Literacy Campaign. .. . www.aicpa.org/financialliteracy/index.asp 
_ (financialliteracy@aicpa.org) 
General Counsel (rmiller@aicpa.org) ............-....2.- 212/596-6245 
International Relations. 44. ..500, ee oo 212/596-6048 
Jownt Tal Board (ckane@aicpa.org).................. 0. 212/596-6101 
Jowmal of Accountancy (editorial). ..7...0.0.0. 0.2. 919/402-4449 
Library (University of Mississippi) ....-........-...--... 866/806-2133 
(www.olemiss.edu/depts/general_library/aicpa) 
Media Relations = -27s5 55. be. ae 212/596-6119 
Minority Initiatives 3 beet a 919/402-4931 
PCPS—member section for local, regional firms .......... 800/CPA-FIRM 
(Sinai haan issiies) se ee eee 212/596-6039 
Peer REVIEW = 919/402-4502 
Bracticing GPA) The (editorial) 2. 919/402-4854 
Protessional Ethics, Ethics Hotline 22... 888/777-7077 
Behavioral or Independence Issues................ ... 888/777-1077 
Technical Standard Issues. 6.2250.) 3 919/402-4921 
Specialized Publications : i 919/402-4854 
State Legislation... ss 202/434-9201 
lax Adviser, Ihe (editorial) 22) 919/402-4888 
Tax Secuon Member Services 22.2. 2 ae 800/513-3037 
Work/Life and Women’s Initiatives...........5.......... 919/402-4931 


Member Elite Values Program... www.cpa2biz.com/elite 


Insurance Programs 


Automobiles. 2 ee oe Pee 800/225-8285 
Catastrophe Major Medical. =. 3... 3. 888/294-0028 
Commercial Property @ Liability... -....... 866/283-7127 
Disability <0 ke ee 800/223-7473 
Group LifeforFinms... 2... 800/223-7473 
Group Vanable Universal bile 3 800/223-7473 
HOM 20a ee 800/225-8285 
Life (Member/Spouse). 22. 800/223-7473 
Long femm@are = 800/223-7473 
Medicare Supplement Plan... 5326 3c 800/957-3195 
Personal Liability Umbrella 800/223-7473 
Professional Liability, CPA EmployerGard ............. 800/221-3023 
Retirement Programs 
Nationwide Financials... 888/401K-—CPA — 
Rowe Price (RAs) ee 800/38-AICPA 
Audio Conferencing (Netspoke Genesys) ................. 800/399-3942 
BlackBerry (RIM) af2).0.. 0 www.blackberryforthecpa.com 
Business Formation Services (www.BizFilings.com) ........ 800/981-7183 
Car Rental (Hertz, CDP #12353) ... 8. ee 800/654-2200 
Checks and Business Forms 
(AICPA Checks and Forms from Harland) ............ 800/873-9313 
Computers (Dell Comoration) “2.5 800/945-8364 
(Lenovo) a 800/426-7235, ext. 3373 
Credit Gard (Chase) =. 806/272-8472 
Credit Card Processing (Chase Paymentech) .............. 800/824-4313 
Home Mortgages and Equity Loans (Wells Fargo) .......... 800/272-1210 
Hotels (Starwood Hotels & Resorts Worldwide) ........... 888/625-4988 
Logo Apparel (Lands’ End Business Outfitters) ............ 800/864—2899 
Overnight Delivery (DHL) ...... ee oe -.800/MEMBERS 
Prism e-Solutions (www.prismesolutions.com) .. . . . ee 888/386-2330 
Professional Placement (Robert Half)... 888/744-4089 
Tax Research Material (RIA Thomson) .......... oo 800/950-1215 


Xerox Corporation #0706109)... 800/275-9376, ext. 272 
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The more you feed your piggy 
_ bank, the more he’s going to help | 
_ you out. Americans now spend $1.22. 
: for every dollar they earn. Feeding 
th little each day can help you © 
take control of your finances. 
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EXPOSURE DRAFTS OUTSTANDING 


(This list was compiled as of Feb. 14, 2008. More current information may be available in The CPA Letter or at www.aicpa.org. 

Note: The policy for updating the list of exposure drafts is that a document should remain on the list until a final document has 

been issued or the project has been dropped. However, no comments will be received after the comments deadline has expired. 
The list is not all-inclusive but is intended to present the exposure drafts of particular interest to professional accountants.) 





































































































Transactions; Release No. 33-8090 


92 Journal of Accountancy April 2008 


Issue Comment 

Date Title or Description Deadline 

FASB 

4/18/07 Accounting for Financial Guarantee Insurance 6/18/07 
Contracts—an interpretation of FASB Statement No. 60 

12/8/06 Disclosures About Derivative Instruments and 3/2/07 
Hedging Activities—an amendment of FASB 
Statement No. 133 

10/9/06 — Not-for-Profit Organizations: Goodwill and Other 1/29/07 
Intangible Assets Acquired in a Merger or Acquisition 
(an amendment of FASB Statement No. 142) 

10/9/06 Not-for-Profit Organizations: Mergers and Acquisitions 1/29/07 

9/30/05 Earnings per Share—an amendment of FASB Statement 11/30/05: 
No. 128 (revision of Exposure Draft issued 12/15/03) 

8/11/05 Accounting for Transfers of Financial Assets—an 10/10/05 
amendment of FASB Statement No. 140 

4/28/05 The Hierarchy of Generally Accepted Accounting 6/27/05 
Principles 

AcSEC (AICPA) 

9/12/07 Proposed Audit and Accounting Guide, Airlines 12/15/07 

ASB (AICPA) 

5/9/05 Proposed Statement on Auditing Standards: 6/27/05 
Amendment to Statement on Auditing Standards No. 
69, The Meaning of Present Fairly in Conformity 
with Generally Accepted Accounting Principles, for 
Nongovernmental Entities 

OTHER (AICPA) 

12/3/07 Proposal of Professional Ethics Division, Interpretation 2/3/08 
on Failure to Follow Requirements of Governmental 
Bodies, Commissions, or Other Regulatory Agencies 
on Indemnification and Limitation of Liability 
Agreements With a Client 

8/13/07 Proposal of Professional Ethics Division, 11/13/07 

Interpretation on Networks and Network Firms 

and Proposed Related Definitions 

5/15/07 Proposed Interpretation 102-7, Other Considerations: 8/15/07 
Meeting the Objectives of the Fundamental Principles, 
and Proposed Framework for Meeting the Objectives 
of the Fundamental Pinciples 

4/16/07 Proposed Revisions to the AICPA Standards for 6/30/07 
Performing and Reporting on Peer Reviews 

12/13/06 Proposed Revisions to AICPA/NASBA Uniform 5/15/07 
Accountancy Act Section 23 

3/7/01 Statement on Standards for Continuing Professional 8/1/01 
Education Programs 

SEC 

6/26/02 Framework for Enhancing the Quality of Financial 9/3/02 
Information Through Improvement of Oversight 
of the Auditing Process; Release Nos. 33-8109; 
34-46120; 35-27543; IA-2039; IC-25624 

5/10/02 Disclosure in Management's Discussion and Analysis 7/19/02 
about the Application of Critical Accounting 
Policies (Release Nos. 33-8098; 34-45907) 

4/12/02 Form 8-K Disclosure of Certain Management 6/24/02 














Issue Comment 

Date Title or Description Deadline 

4/12/02 Form 8-K Disclosure of Certain Management 6/24/02 
Transactions; Release No. 34-45742 

2/18/00 SEC Concept Release: International Accounting Standards 5/23/00 

1/21/00 Supplementary Financial Information 4/17/00 

GASB 

6/29/07 Accounting and Financial Reporting for Derivative 10/26/07 
Instruments 

10/20/06 Fund Balance Reporting and Governmental Fund 1/31/07 
Type Definitions (Invitation to comment) 

IFAC 

1/15/08 Proposed Redrafted International Standard on 4/15/08 
Auditing ISA 210-(Redrafted), Agreeing the Terms 
of Audit Engagements 

1/15/08 Proposed Redrafted International Standard on 4/15/08 
Auditing ISA 710 (Redrafted), Comparative 
Information-Corresponding Figures and Comparative 
Financial Statements 

12/21/07 Proposed New International Standard on Assurance 5/31/08 
Engagements ISAE 3402, Assurance Reports on 
Controls at a Third Party Service Organization 

12/21/07 Proposed New International Standard on Auditing 4/30/08 
ISA 265, Communicating Deficiencies in Internal 
Control 

12/21/07 Proposed Revised and Redrafted International 4/30/08 
Standard on Auditing ISA 402 (Revised and 
Redrafted), Audit Considerations Relating to an 
Entity Using a Third Party Service Organization 

12/21/07 Proposed Redrafted International Standard on 3/31/08 
Auditing ISA 501 (Redrafted), Audit Evidence 
Regarding Specific Financial Statement Account 
Balances and Disclosures 

12/21/07 Proposed Redrafted International Standards on 3/31/08 
Auditing ISA 520 (Redrafted), Analytical Procedures 

10/15/07 Proposed Revised and Redrafted International Standard 2/15/08 
on Auditing ISA 505 (Revised and Redrafted), External 
Confirmations 

10/15/07 Proposed Revised and Redrafted International Standard 2/15/08 
on Auditing ISA 620 (Revised and Redrafted), Using the 
Work of an Auditors Expert 

10/1/07 Consultation Paper—Proposed Strategy for 2009-2011 11/30/07 

9/5/07 Amendments to IPSAS 4, The Effects of Changes in 12/31/07 
Foreign Exchange Rates 

8/3/07 Proposed Redrafted International Standard on Auditing 11/30/07 
ISA 700 (Redrafted), The Independent Auditor’s Report 
on General Purpose Financial Statements 

8/3/07 Proposed Redrafted International Standard on Auditing 11/30/07 
ISA 705 (Revised and Redrafted), Modifications to the 
Opinion in the Independent Auditors Report 

8/3/07 Proposed Redrafted International Standard on Auditing 11/30/07 


ISA 706 (Revised and Redrafted), Emphasis of Matter 
Paragraphs and Other Matter(s) Paragraphs in the 
Independent Auditors Report 


New additions appear in bold, blue type. 
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Issue Comment 
Date Title or Description Deadline 








Issue Comment 
Date Title or Description Deadline 








8/3/07 Proposed Redrafted International Standard on Auditing 11/30/07 
ISA 800 (Revised and Redrafted), Special Consideration— 
Audits of Special Purpose Financial Statements and Specific 
Elements, Accounts or Items of a Financial Statement 


11/22/06 Proposed Amendment to International Public Sector 3/31/07 
Accounting Standard, “Financial Reporting Under 
the Cash Basis of Accounting,” “Financial Reporting 
Under the Cash Basis of Accounting—Disclosure 
Requirements for Recipients of External Assistance” 








8/3/07 Proposed Redrafted International Standard on Auditing 11/30/07 
ISA 805 (Revised and Redrafted), Engagements to 
Report on Summary Financial Statements 





11/15/06 Proposed Drafted International Standards on 2/15/07 
Auditing ISA 320 (Revised and Redrafted), 
Materiality in Planning and Performing an Audit 
ISA 450 (Redrafted), Evaluation of Misstatements 
Identified During the Audit 








7/31/07 Proposed Redrafted International Standard on Auditing 10/31/07 
ISA 510 (Redrafted), Initial Audit Engagements—Opening 
Balances 





10/26/06 Proposed International Public Sector Accounting 2/28/07 
Standard, Employee Benefits 





7/31/07 Proposed Redrafted International Standard on Auditing 10/31/07 
ISA 530 (Redrafted), Audit Sampling 














10/18/06 Proposed International Public Sector Accounting 2/28/07 
5/1/07 ISA 250 (Redrafted), The Auditor’s Responsibilities 1/31/07 Standard, Impairment of Cash-Generating Assets 
Relating to Laws and Regulations in an Audit of 
Financial Statements FASAB 
8/3/07 Reporting Gains and Losses From Changes in 1/15/08 





5/1/07 ISA 200 (Revised and Redrafted), Overall Objective 9/15/07 
of the Independent Auditor, and the Conduct of an 
Audit in Accordance With International Standards 


Assumptions and Selecting Discount Rates and 
Valuation Dates 
































on Auditing 6/11/07 _—_ Implementation Guide for SFFAS 29: Heritage 8/13/07 
Assets and Stewardship Land 
5/1/07 ISA 500 (Redrafted), Considering the Relevance and 9/15/07 
Reliability of Audit Evidence 6/4/07 Clarification of Standards Related to Inter-Entity Cost 8/6/07 
3/1/07 Proposed Redrafted International Standard on 5/31/07 5/21/07 —_ Accounting for Federal Oil and Gas Resources 1/11/08 
Auditing, ISA 570 (Redrafted), Going Concern 
10/23/06 Accounting for Social Insurance, Revised 4/16/07 
3/1/07 Proposed Revised and Redrafted International 6/30/07 : (Preliminary Views) 
Standard on Auditing, ISA 550 (Revised and Redrafted), 
Related Parties PCAOB 
10/17/07 An Audit of Internal Control That Is Integrated With 12/17/07 


12/29/06 Proposed Revised Section 290 of the Code of Ethics 4/30/07 
for Professional Accountants, Independence—Audit 
and Review Engagements, and Proposed Section 291, 
Independence—Other Assurance Engagements 


an Audit of Financial Statements: Guidance for 
Auditors of Smaller Public Companies 





4/3/07 Proposed Auditing Standard—Evaluating Consistency 5/18/07 
of Financial Statements and Proposed Amendments to 
Interim Auditing Standards 





12/22/06 Proposed Revised and Redrafted International 4/30/07 
Standard on Auditing ISA 580 (Revised and 
Redrafted), Written Representations 





5/23/06 Proposed Rules on Succeeding to the Registration Status 7/24/06 
of a Predecessor Firm 





12/22/06 Proposed Redrafted International Standard on 3/31/07 
Auditing ISA 560 (Redrafted), Subsequent Events 


5/23/06 Proposed Rules on Periodic Reporting by Registered 7/24/06 
Public Accounting Firms 








12/22/06 Proposed Redrafted International Standard on 3/31/07 
Auditing ISA 610 (Redrafted), The Auditors 
Consideration of the Internal Audit Function 


10/26/04 Proposed Rule on Procedures Relating to Subpoena 11/29/04 
Requests in Disciplinary Proceedings 








XBRL 
12/5/07 US GAAP Taxonomies and related documentation 4/4/08 
public review 


7 INFORMATION | ; ) 


The initials stand for the following organizations. Exposure drafts are available online at the Web addresses 
below or copies may be obtained at the address in parentheses (unless otherwise indicated): 





12/1/06 _ Strategic and Operational Plan, 2007-2009 2/28/07 













FASB— Financial Accounting Standards Board (Order Department, Financial ; available online at www.ifac.org — ] 

Accounting Standards Board, 401 Merritt 7, RO. Box 5116, Norwalk, SEC-— __ Securities and Exchange Commission (Securities and Exchange 
CT. 06856-5116); also available online at www.fasb.org Commission, 100 F Street, N.E., Washington, DC 20549): 
_ GASB- Governmental Accounting Standards Board (Order Department, also available online at www.sec.gov 
Governmental Accounting Standards Board, 401 Merritt 7, ; FASAB— Federal Accounting Standards Advisory Board (Federal Accounting 

PO. Box 5116, Norwalk, CT 06856-5116); also available online ave e : Standards Wageee Board, 441 G Street, N.W, Suite 6814, Washington, 
www.gasb. org DC 20548); also available online at www.fasab. .ZOV 

AICPA— American Institute of CPAs (American Tastee of Certified Public PCAOB- Public Company Accounting Oversight Board, 1666 K Street, N. W,, 
Accountants, 220 Leigh Farm Road, Durham, NC 27707-8110). AICPA Washington, DC 20006-2803; www.pcaobus.org 






publishes exposure drafts exclusively on the Web at www.aicpa.org. 
Print copies are not available. 






XBRL-— eXtensible Business Reporting Language US Jurisdiction. XBRL US 
GAAP Taxonomies available exclusively at www.xbrl.us 









IASB— __ International Accounting eondiids Board (International Accounting 
Standards Board, 30 Cannon Street, London EC4M 6XH, United AICPA TECHNICAL HOTLINE 
Kingdom), also available online at www.iasb.org 





i The Technical Information Service answers inquiries about specific audit or 
IFAC— _International Federation of Accountants (International Federation of accounting problems. Call toll-free 888-777-7077 or e-mail query to 
: Accountants, 545 Fifth Avenue, 14th Floor, New York, NY 10017); also aahotline@aicpa.org. This service is free to AICPA members. 
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9 Questions to Test Your Firm’s Tech IQ 


Up-to-date IT systems become a competitive necessity 


By William C. Fleenor and Randolph P. Johnston 


Adapted from eMAP: Management of an Accounting Practice Handbook 


echnology represents a tremendous opportunity for firms 

to reduce costs, improve quality of services to clients, 
and grow their practices. No CPA who has prepared a tax 
return in years gone by can doubt the tremendous benefits 
technology has provided. Without question, technology has 
significantly improved productivity in public accounting over 
the last 30 years. 


Despite the improvements we have already realized, many 
CPA firms still are not even close to taking full advantage 
of benefits currently available from well-established 
technology solutions. 


This is both good and bad news. The bad news is that 
we are still wasting lots of time and are not nearly as 
productive and effective as we could be. The good news 
is that we have come far, and there are still many great 
opportunities to make additional large gains. 


See How Your Firm Stacks Up | 


How many of the following questions can you answer 
“yes” for your firm? 


1. Do partners and managers have immediate and 
always up-to-date access to what your people are 
doing and how productive they are? 


2. Do you know the current status of all jobs under way 
in your firm? 


3. Can you handle simple requests from clients instantly 
and immediately without disrupting your current 
work? For example, a client calls and requests a copy 
of a prior year’s return and financial statements. 


4, |s technology being used consistently and to an equal 
extent by all the members of your firm from staff 
accountants pane to and eu ee 


SPECIAL ADVERTISING SECTION from WWW.CPA2BIZ.COM 


5. Can you find any document you want at any time 
in a matter of seconds? 


6. Do you have software and systems to continuously 
monitor workflow processes? 


7. Are your control procedures for monitoring due 
dates, job progress, and other mission critical 
processes set up so that partners are automatically 
notified (without human intervention) any time any 
serious problem exists? 


8. Have you assessed all the risks associated with 
technology failures and designed procedures to 
effectively manage these risks? For example, what 
will you do if your servers crash on April 11th and 
you cannot get them back up? 


9. Are you continuing, year after year, to experience 
measurable increases in productivity from your 
staff directly as a result of taking better advantage 
of technology? 


Equipping staff with high-quality desktops, laptops, and 
handhelds not only improves productivity far beyond the cost, 
it also has other tangible benefits. Well-equipped staffers 

are more likely to be satisfied with their job, and employee 
retention is improved. In providing continuing professional 
education seminars for state CPA societies, we have had 
numerous participants tell us they are planning to change 
firms because their current firm is behind in the area of 
technology implementation. 


William C. Fleenor, CPA/CITP, Ph.D., is Partner and 
Randolph P. Johnston is Executive Vice President at K2 
Enterprises. This is adapted from e-MAP; Management of 
an Accounting Practice Handbook, Product No. MAP-XX. - 
Available at www.CPA2Biz.com or 1-888-777-7077. 
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Publications 

Effective Websites for CPAs 

Created by a CPA for CPAs, this book gives a proven, balanced 
approach to website development and Internet marketing 
specifically for accounting firms. Through a series of easy-to-use 
worksheets, you can walk step-by-step through the web design 
process in a logical manner. 


No. 090497, Hardcover 
$29.95 member/$39.95 nonmember 





Adviser’s Guide to Health Savings Accounts 
No. 091026 
$59.00 member/$73.75 nonmember 


CPE Direct 

No. CPD-XX 

Recommended CPE credit: Up to 48 per year 
Level: Basic 

$169.00 member/$211.25 nonmember 


Adviser’s Guide to Counseling 

Aging Clients and Their Families 

Text, No. 732492; DVD/Manual, No. 181429 
Recommended CPE credit: Text, 10; DVD/Manual, 12 
Level: Basic 

Text, $129.00 member/$161.25 nonmember; 
DVD/Manual, $179.00/$223.75 


Accounting Trends & Techniques, 61st Edition 
No. 091024 
$79.00 member/$98.75 nonmember 


Auditing Internal Control Over Financial Reporting 

Based on the latest guidance from the SEC, PCAOB and COSO, 
this course takes auditors of both large and small public compa- 
nies through the requirements of each major phase of an internal 
control audit, from planning the scope of the work to performing 
tests, assessing any identified control deficiencies and reporting 
on overall effectiveness. Prerequisite: Knowledge of accounting 
systems and auditing standards. 


No. 732482, Text; No. 182482, DVD/Manual 

Recommended CPE credit: Text, 8; DVD/Manual, 10. 

Level: Basic 

Formats: Text, $139.00 member/$173.75 nonmember; DVD/Manual, 
$189.00 member/$236.25 nonmember. 

Additional low-cost manuals available for group training. Save even 
more with volume discounts. 






Checklists and Illustrative Financial Statements 
for Health Care Organizations 

No. 009028 

$39.00 member/$48.75 nonmember 


Avoiding Circular 230 Malpractice Traps and Common 
Abusive Small Business Hot Spots, by Sid Kess 

No. 733720 

Recommended CPE credit: 6 

Level: Intermediate 

Format: Text. $120.00 member/$150 nonmember. 


Practice Continuation Agreements: 

A Practice Survival Guide, Second Edition 
No. 090211PDF 

$35member/$43.75 nonmember 


Establishing and Maintaining a System of Quality Control for 
a CPA Firm’s Accounting and Auditing Practice—Practice Aid 
No. 006636 

$40.00 member/$50.00 nonmember 
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Cray 


e AICPA Conference on Tax Strategies for 
the High-Income Individual 
May 08-09, 2008 — Las Vegas, NV 


e Fair Value Measurements Workshop 
June 19-20, 2008 — New York, NY 


e AICPA Business Valuation School 
May 05 - 09, 2008— New York, NY 
June 23-27, 2008— Phoenix, AZ 
July 14-18, 2008-— Atlanta, GA 
August 18-22, 200- Lewisville (Dallas), TX 


e Managing Opportunities and Risks: 
Developing Your Value Creation Lens: 
April 17, 2008 
12:00 PM—1:15 PM ET 
Recommended CPE Credit: 1 


e Impacting Future Value: 
Maximizing Intellectual Capital 
June 19, 2008 
12:00 PM—1:15 PM ET 
Recommended CPE Credit: 1 


www.cpa2biz.com 
888.777.7077 





OFFICIAL RELEASES 


SSARS NO. 17 


Statement on Standards for 
Accounting and Review Services- 
Omnibus Statement on Standards for 
Accounting and Review Services-—2008 


(Amendment to Statement on Standards for 
Accounting and Review Services [SSARS] No. 1, 
Compilation and Review of Financial Statements 
[AICPA, Professional Standards, vol. 2, AR sec. 
100.01, 100.03-100.04, 100.06, 100.26-.27, 
100.31, 100.36, 100.70, 100.72-.73, 100.86-.89]; 
amendment to SSARS No. 2, Reporting on 
Comparative Financial Statements [AICPA, 
Professional Standards, vol. 2, AR sec. 200.01, 
200.29, 200.33]; amendment to SSARS No. 3, 
Compilation Reports on Financial Statements 
Included in Certain Prescribed Forms [AICPA, 
Professional Standards, vol. 2, AR sec. 
300.01—300.03]; and amendment to SSARS No. 4, 
Communications Between Predecessor and 
Successor Accountants [AICPA; Professional 
Standards, vol. 2, AR section 400.01]) 


Amendment to AR Section 100, Compilation 
and Review of Financial Statements (AICPA, 
Professional Standards, vol. 2, AR sec. 100.01, 
100.03-100.04, 100.72-100.73), AR Section 
200, Reporting on Comparative Financial 
Statements (AICPA, Professional Standards, vol. 
2, AR sec. 200.01, 200.29, 200.33), AR Section 
300, Compilation Reports on Financial 
Statements Included in Certain Prescribed Forms 
(AICPA, Professional Standards, vol. 2, AR 
sec. 300.01-300.03), and AR Section 400, 
Communications Between Predecessor and 
Successor Accountants (AICPA, Professional 
Standards, vol. 2, AR sec. 400.01)— 
Replacement of term nonpublic entity with non- 
issuer. 

1. AR section 100, Compilation and Review of 
Financial Statements, sets forth the performance and 
communication requirements when an accountant 
submits unaudited financial statements of a non- 
public entity to his or her client or third parties. This 
amendment revises AR section 100 by replacing the 
term nonpublic entity with nonissuer. This revision 
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SSARS NO. 17 


conforms to the terminology utilized by other stan- 
dard setters, including the Auditing Standards 
Board. New language is shown in boldface italics; 
deleted language is shown by strikethrough. Note 
that only those definitions in paragraph .04 of AR 
section 100 that are revised, deleted, or added as a 
result of this amendment are reflected below. All 
other definitions are unchanged. 


.01 This section sets forth the performance and 
communication requirements when an accountant 
submits unaudited financial statements of a #eR- 
prblteentity nonissuer to his or her client or third 
parties. The accountant should not submit unau- 
dited financial statements of a Renpebleentity non- 
issuer to his or her client or a third party unless, as 
a minimum, he or she complies with the provisions 
of this section applicable to a compilation engage- 
ment. 

a. Compilation of financial statements.’ If the 
accountant performs a compilation, a com- 
munication to management is required. The 
type of communication depends on the 
following. 

1. Ifthe accountant is engaged to report on 
compiled financial statements or submits 
financial statements to a client that are 
or reasonably might be expected to be 
used by a third party, see paragraphs -++ 
—2+ .13-.23 for reporting requirements. 

2. Ifthe accountant submits financial state- 
ments to a client that are not reasonably 
expected to be used by a third party, see 
paragraphs 22—25 .24—.27 for required 
communications to management. 

In deciding whether the financial statements 

are or reasonably might be expected to be 

used by a third party, the accountant may 
rely on management’ representation with- 
out further inquiry, unless information 
comes to his or her attention that contra- 
dicts management’ representation. 

In each of the above circumstances, the 
performance requirements in paragraphs 

.05 and O++threneh—+0 .09-.12 apply. 

b. Review of financial statements.? If. the 
accountant performs a review, see paragraphs 


.05 and 2e-threseh—-48 .28-.53 for perform- 


ance and reporting requirements. 





1. See Appendix A [paragraph -84.97], “Compilation of Financial 
Statements,” for a flowchart desesbine regarding the requirements 
of Statements on Standards for Accounting and Review Services 
(SSARSs) for a compilation engagement. 

2. [Footnote deleted by the issuance of Statement on Standards for 
Accounting and Review Services No. 15, July 2007] 


.03 An accountant should not consent to the use 
of his or her name in a document or written com- 
munication containing unaudited financial state- 
ments of a Henpebtteertity nonissuer unless (a) the 
accountant has compiled or reviewed the financial 
statements in compliance with the provisions of this 
statement or (b) the financial statements are accom- 
panied by an indication that the accountant has not 
compiled or reviewed the financial statements and 
that the accountant assumes no responsibility for 
them. For example, the indication may be worded 
as follows: 

The accompanying balance sheet of X 
Company as of December 31, 20X1, the related 
statements of income, and cash flows for the year 
then ended were not audited, reviewed, or compiled 
by us and, accordingly, we do not express an opin- 
ion or any other form of assurance on them. 

If an accountant becomes aware that his or her 
name has been used improperly in any client-pre- 
pared document containing unaudited financial 
statements, the accountant should advise the client 
that the use of his or her name is inappropriate and 
should consider what other actions might be appro- 
priate, including consultation with his or her attor- 
ney. [As amended, effective November 2002, by 
Statement on Standards for Accounting and Review 
Services No. 9.] 


.04 Certain terms are defined for purposes of 
this section as follows. 


Financial statement. A presentation of financial 
data, including accompanying notes, derived from 
accounting records and intended to communicate 
an entity’ economic resources or obligations at a 
point in time, or the changes therein for a period 
of time, in accordance with generally accepted 
accounting principles (GAAP)* or an OCBOA- 





5. [Footnote deleted by the issuance of Statement on Standards for 
Accounting and Review Services No. 15, July 2007) 
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Reference in the SSARSs to GAAP include, where 
applicable, an OCBOA. Financial forecasts, pro- 
Jections and similar presentations,’ and financial 
presentations included in tax returns are not finan- 
cial statements for purposes of this section. The 
following financial presentations are examples of 
financial statements and are not meant to be all- 
inclusive:* 
— Appropriate GAAP financial statement titles: 
* Balance sheet 
¢ Statement of income 
¢ Statement of comprehensive income 
* Statement of retained earnings 
¢ Statement of cash flows 
* Statement of changes in owners’ equity 
¢ Statement of assets and liabilities (with 
or without owners’ equity accounts) 
¢ Statement of operations 
* Statement of revenue and expenses 
¢ Statement of financial position 
(condition) 
* Statement of activities 
¢ Summary of operations 
¢ Statement of operations by product lines 
Appropriate OCBOA financial statezment titles: 
* Balance sheet—cash basis 
¢ Statement of assets and liabilities arising 
from cash transactions 
* Statement of assets, liabilities, and 
stockholders’ equity—income tax basis 
¢ Statement of revenue collected and 
expenses paid 
¢ Statement of revenue and expenses— 
income tax basis 
* Statement of income—statutory basis 
* Statement of operations—income tax 
basis 

A financial statement may be, for example, 
that of a corporation, a consolidated group of cor- 
porations, a combined group of affiliated entities, 
a not-for-profit organization, a governmental 
entity, an estate or trust, a partnership, a propri- 
etorship, a limited liability partnership (LLP), a 
limited liability company (LLC), a segment of any 
of these, or an individual. The method of prepa- 
ration (for example, manual or computer prepa- 
ration) is not relevant to the definition of a 
financial statement. 

Issuer. An issuer is defined in section 3 of the 
Securities Exchange Act of 1934 [15 U.S.C. 78c], 
the securities of which are registered under section 
12 of that Act (15 U.S.C. 781), or that is required 
to file reports under section 15(d) (15 U.S.C. 
780(d)), or that files or has filed a registration 
statement that has not yet become effective under 
the Securities Act of 1933 (15 U.S.C. 77a et seq.), 
and that it has not withdrawn. 

Nonissuer. All entities except for those defined 
as issuers. 


7. Statement on Standards for Attestation Engagements No. 10, 
Chapter 3, Financial Forecasts and Projections [AT section 301], as well 
as the AICPA Guide for Prospective Financial Information, provide guid- 
ance on preparing and reporting on financial forecasts, projections, 
and similar presentations. 

8. [Footnote deleted by the issuance of Statement on Standards for 
Accounting and Review Services No. 15, July 2007] 


Communicating to Management and Others 

.#2.85 The disclosure of any evidence or infor- 
mation that comes to the accountant’s attention 
during the performance of compilation or review 
procedures that fraud or an illegal act may have 
occurred to parties other than the client’s senior 
management (or the client’ board of directors, if 
applicable) ordinarily is not part of the accountant’s 
responsibility and ordinarily would be precluded 
by the accountant’s ethical or legal obligations of 
confidentiality. The accountant should recognize, 
however, that in the following circumstances a 
duty to disclose to parties outside of the entity may 
exist: 

a. To comply with certain legal and regulato- 
ry requirements 

b. Toasuccessor accountant when the succes- 
sor decides to communicate with the predecessor 
accountant in accordance with $SARS-Ne—4+ AR sec- 
tion 400, Communications Between Predecessor and 
Successor Accountants tseeten—+00}-—as-emended: 
regarding acceptance of an engagement to compile 
or review the financial statements of a HeRpHble 
entity nonissuer 

c. In response to a subpoena 

Because potential conflicts between the accoun- 
tant’ ethical and legal obligations for confidentiali- 
ty of client matters may be complex, the accountant 
may wish to consult with legal counsel before dis- 
cussing matters covered by paragraph ++.84 with 
parties outside the client. 


Change in Engagement From Audit to Review 
or Compilation (or From Review to 
Compilation) 

.43.86 An accountant who has been engaged 
to audit the financial statements of a #empHbte 
entity nonissuer in accordance with generally 
accepted auditing standards (or an accountant who 
has been engaged to review the financial state- 
ments of a RenpHbleentty-nonissuer in accor- 
dance with SSARSs) may, before the completion 
of the audit (review), be requested to change the 
engagement to a review or compilation (compila- 
tion) of financial statements. A request to change 
the engagement may result from a change in cir- 
cumstances affecting the entity’ requirement for 
an audit (review), a misunderstanding as to the 
nature of an audit, review, or compilation, or a 
restriction on the scope of the audit (review), 
whether imposed by the client or caused by cir- 
cumstances. 

2. AR section 200, Reporting on Comparative 
Financial Statements, establishes standards for 
reporting on comparative financial statements of a 
nonpublic entity when financial statements of one 
or more periods presented have been compiled and 
reported on or reviewed in accordance with AR 
section 100. This amendment revises AR section 
200 by replacing the term nonpublic entity with non- 
issuer. This revision conforms to the terminology 
utilized by other standard setters, including the 
Auditing Standards Board. New language is shown 
in boldface italics; deleted language is shown by 
strikethrough. 


.01 This statement establishes standards for 
reporting on comparative financial statements’ of 
a Renpiblieentity nonissuer when financial state- 
ments of one or more periods presented have been 
compiled and reported on or reviewed in accor- 


dance with SSARS-Ne—H4 AR section 100.4? 


Reporting When One Period Is Audited 

.29 When the current-period financial state- 
ments of a #enpebe-entity nonissuer have been 
compiled or reviewed and those of the prior peri- 
od have been audited, the accountant should issue 
an appropriate compilation or review report on the 
current-period financial statements and either (a) 
the report on the prior period should be reissued 
or (b) the report on the current period should 
include as a separate paragraph an appropriate 
description of the responsibility assumed for the 
financial statements of the prior period. In the lat- 
ter case, the separate paragraph should indicate (a) 
that the financial statements of the prior period were 
audited previously, (b) the date of the previous 
report, (c) the type of opinion expressed previous- 
ly, (@ if the opinion was other than unqualified, the 
substantive reasons therefor, and (e) that no audit- 
ing procedures were performed after the date of the 
previous report. An example of such a separate para- 
graph is the following: 

The financial statements for the year ended 
December 31, 20X1, were audited by us (other 
accountants) and we (they) expressed an unquali- 
fied opinion on them in our (their) report dated 
March 1, 20X2, but we (they) have not performed 
any auditing procedures since that date. 


Change of Status—Publie Nonpublic Entity 


Issuer/Nonissuer 

.33 For example, if the entity is e-pebheentiey 
an issuer in the current period and was a #eRpeb- 
Heentity nonissuer in the prior period, a compila- 
tion or review report previously issued on the 
financial statements of the prior period should not 
be reissued or referred to in the report on the finan- 
cial statements of the current and one or more prior 
periods.” If an entity is a Renpebieentity nonis- 
suer in the current period and was e-pebkeentity 
an issuer in the prior period, the annual financial 
statements of the prior period may have been audit- 





1. This statement supersedes Statement on Standards for Account- 
ing and Review Services No. 1, as amended, paragraph #592 
[section 100[-46.92]]. [Footnote revised, May 2004, to reflect the 
conforming changes necessary due to the issuance of Statement on 
Standards for Accounting and Review Services No. 10.] 
>. Ses ; 2 oy : 

f a ee bk ’ ie 1 ? 


= > OOS 

eronpebleentity The terms nonissuer, financial statements, compi- 
lation, and review are defined in paragraph 4 of SSARS No. 1 [section 
100.04). 

13. In these circumstances, the accountant should refer to state 
srents-or-auditing standards promulgated by the Public Company 
Accounting Oversight Board for guidance on the appropriate 
method of reporting on the comparative financial statements. [Foot- 
note renumbered by the issuance of Statement on Standards for Ac- 
counting and Review Services No. 12, July 2005.] 


(continued on page 98) 
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ed.'* In these circumstances, the accountant should 
refer to paragraph .29 for guidance on the appro- 
priate method of reporting on the comparative 
financial statements. 

3. AR section 300, Compilation Reports on 
Financial Statements Included in Certain Prescribed 
Forms establishes standards for reporting on com- 
parative financial statements of a nonpublic entity 
when financial statements of one or more periods 
presented have been compiled and reported on or 
reviewed in accordance with AR section 100. This 
amendment revises AR section 300 by replacing the 
term nonpublic entity with nonissuer. This revision 
conforms to the terminology utilized by other stan- 
dard setters, including the Auditing Standards 
Board. New language is shown in boldface italics; 
deleted language is shown by strikethrough. 

.01 The requirements of AR section 100 and AR 
section 200 are applicable when the unaudited 
financial statements of a nenpebheentitenonissuer 
are included in a prescribed form. This statement 
amends AR section 100 and AR section 200 to pro- 
vide for an alternative form of standard compilation 
report when the prescribed form.or related instruc- 
tions call for departure from generally accepted 
accounting principles by specifying a measurement 
principle not in conformity with generally accept- 
ed accounting principles or by failing to request the 
disclosures required by generally accepted 
accounting principles.' This Statement section also 
provides additional guidance applicable to reports 
on financial statements included in a prescribed 
form.”! 

.02 For purposes of this stetementsection, a pre- 
scribed form is any standard preprinted form 
designed or adopted by the body to which it is to 
be submitted, for example, forms used by industry 
trade associations, credit agencies, banks, and gov- 
ernmental and regulatory bodies other than those 
concerned with the sale or trading of securities. A 
form designed or adopted by the entity whose finan- 
cial statements are to be compiled is not considered 
to be a prescribed form. The terms financial state- 


ment, issuer, and wenpebticentity nonissuer are 
defined in paregraph—+-otSSArsS-Ne—ttseetior 
100-04+-as-emrended paragraph .04 of AR section 
100. 

.03 There is a presumption that the information 
required by a prescribed form is sufficient to meet 
the needs of the body that designed or adopted the 





14. Ifan unaudited disclaimer of opinion was previously issued on 
the financial statements of the prior period, it should not be reissued 
or referred to in the report on the financial statements of the current 
period. In these circumstances, the accountant should comply with 
the compilation or review standards in SSARS No. 1 [section 100] 
(or perform an audit) and report accordingly on the financial state- 
ments of the prior period. eweresseeelse-parasraphs—4+-te—36 
- : we to red) [Footnote 
renumbered by the issuance of Statement on Standards for Account- 
ing and Review Services No. 12, July 2005.] 
1. For purposes of this Seeteseresection, reference to generally ac- 
cepted accounting principles includes, where applicable, a compre- 
hensive basis of accounting other than generally accepted account- 
ing principles as defined in paragraph .04 of AR section 100. 
Disclosure of the basis of accounting should be made when a com- 
prehensive basis of accounting other than generally accepted ac- 
counting principles is used. 
{2] [Deleted to reflect the incorporation of material into relevant sec- 
tions of the Statements on Standards for Accounting and Review Ser- 
vices.] 


form and that there is no need for that body to be 
advised of departures. from generally accepted 
accounting principles required by the prescribed 
form or related instructions. Therefore, in the 


absence of a requirement or a request for a review ~ 


report on the financial statements included in a pre- 
scribed form, the following form of standard com- 
pilation report may be used when the unaudited 
financial statements of a RenpHBHeeRtty nonissuer 
are included in a prescribed form that calls for depar- 
ture from generally accepted accounting principles: 

I (we) have compiled the (identification of 
financial statements, including period covered 
and name of entity) included in the accompa- 
nying prescribed form in accordance with 
Statements on Standards for Accounting and 
Review Services issued by the American 
Institute of Certified Public Accountants. 

My (our) compilation was limited to pre- 
senting in the form prescribed by (name of 
body) information that is the representation of 
management (owners). I.(we) have not audit- 
ed or reviewed the financial statements referred 
to above and, accordingly, do not express an 
opinion or any other form of assurance on them. 

These financial statements (including relat- 
ed disclosures) are presented in accordance with 
the requirements of (name of body), which dif- 
fer from generally accepted accounting princi- 
ples. Accordingly, these financial statements are 
not designed for those who are not informed 
about such differences. 

4. AR section 400, Communications Between 
Predecessor and Successor Accountants, provides guid- 
ance on communications between a predecessor 
and successor accountant when the successor 
accountant decides to communicate with the pred- 
ecessor accountant regarding acceptance of an 
engagement to compile or review the financial state- 
ments of a nonpublic entity. This amendment revis- 
es AR section 400 by replacing the term nonpublic 
entity with nonissuer. This revision conforms to the 
terminology utilized by other standard setters, 
including the Auditing Standards Board. New lan- 
guage is shown in boldface italics; deleted language 
is shown by strikethrough. 

.01 This statement provides guidance on com- 
munications between a predecessor and successor 
accountant when the successor accountant decides 
to communicate with the predecessor accountant 
regarding acceptance of an engagement to compile 
or review the financial statements of a Renpebte 
entitpnonissuer."| This statement also provides 
guidance on inquiries a successor accountant may 
wish to make of a predecessor, and the predeces- 
sors responses, to facilitate the conduct of the suc- 
cessors compilation or review engagement. It also 
requires a successor accountant who becomes aware 
of information that leads him or her to believe the 
financial statements reported on by the predeces- 
sor accountant may require revision to request that 
the client communicate this information to the 
predecessor accountant. 


Subsequent and intervening paragraphs and 
footnotes are renumbered. 

5. This amendment is effective for compila- 
tions and reviews of financial statements for peri- 
ods ending on or after December 15, 2008. Early 
application is permitted. 


Amendment to AR Section 100, Compilation 
and Review of Financial Statements (AICPA, 
Professional Standards, vol. 2, AR sec. 
100.04, 100.06, 100.26-.27, 100.31, and 
100.86—.88)—Clarification of Objectives of 
Compilation Engagement and Review 
Engagement ' 

6. Paragraph .04 of AR section 100 includes a 
definition of compilation of financial statements. 
This amendment revises the definition of compila- | 
tion of financial statements in paragraph .04 of AR 
section 100 and clarifies the objective of a compila- 
tion engagement as an engagement in which no 
assurance is provided and incorporating such objec- 
tive in a new section entitled “Objective of a 
Compilation Engagement.” In addition, the illustra- 
tive engagement letter for a compilation of financial 
statements and the illustrative engagement letter for 
a compilation of financial statements not intended 
for third party use are revised to incorporate the 
stated objective. This amendment also revises the 
definition of review of financial statements in 
paragraph .04 of AR section 100; revises and incor- 
porates the objective of a review engagement in a 
new section entitled “Objective of a Review 
Engagement;” and revises paragraph .26 of AR sec- 
tion 100 to state that, in a review engagement, the 
accountant must (1) apply analytical procedures to 
the financial statements; (2) make inquires of man- 
agement or other company personnel, or both; and 
(3) obtain representations from management for all 
financial statements and periods covered by the 
accountants review report. Paragraph .31 of AR sec- 
tion 100 is also revised to properly state the above 
requirement with respect to analytical procedures. 
New language is shown in boldface italics; deleted 
language is shown by strikethrough. Note that only 
those definitions in paragraph .04 of AR section 100 
that are revised as a result of this amendment are 
reflected below. The revisions made pursuant to 
paragraph 1 of this proposed Statement on Standards 
for Accounting and Review Services are not reflect- 
ed below. All other definitions are unchanged. 


DEFINITIONS 

.04 Certain terms are defined for purposes of 
this section as follows. 

Compilation of financial statements. A service, the 
objective of which is to present in the form of finan- 
cial statements, information that is the representa- 
tion of management (owners) without undertaking 
to express any assurance on the financial state- 
ments, Presentngtathetomr-ottnanciatstaterents® 








(1] [Footnote deleted by the issuance of Statement on Standards for 
Accounting and Review Services No. 9, November 2002.] 
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Review of financial statements. A service, the 
objective of which is to express limited assurance 
that there are no material modifications that 
should be made to the financial statements in order 
for the statements to be in conformity with GAAP 


Resltirthiepteeate naebetiotpeacectittes that 


Compilation of Financial Statements 
Objective of a Compilation Engagement 

.06 The objective of a compilation engagement 
is to present in the form of financial statements, 
information that is the representation of manage- 
ment (owners) without undertaking to express any 
assurance on the financial statements. 

-06 .07 Paragraphs -04 .08-+0 .11 are appli- 
cable to a compilation of financial statements, when- 
ever the accountant— 

¢ Is engaged to report on compiled finan- 
cial statements. 

¢ Submits financial statements to a client 
that are or reasonably might be expect- 
ed to be used by a third party. 

¢ Submits financial statements to a client 
that are not expected to be used by a 
third party. 


Limitations of a Compilation Engagement 

.12 A compilation differs significantly from a 
review or an audit of financial statements. A com- 
pilation does not contemplate performing inquiry, 
analytical procedures, or other procedures per- 
formed in a review. Additionally, a compilation 
does not contemplate obtaining an understanding 
of the entity’s internal control; assessing fraud risk; 
tests of accounting records by obtaining sufficient 
appropriate audit evidence through inspection, 
observation, confirmation, the examination of 
source documents (for example, cancelled checks 
or bank images); or other procedures ordinarily 
performed in an audit. Therefore, a compilation 
does not provide a basis for expressing any level 
of assurance on the financial statements being 
compiled. 


Review of Financial Statements 
Objective of a Review Engagement 

.28 The objective of a review engagement is to 
express limited assurance that there are no mate- 
rial modifications that should be made to the finan- 
cial statements in order for the statements to be 
in conformity with GAAP 


Review Performance Requirements 
whe 29 betes tte beetle 





















eiet-statersents: In order to obtain a reasonable 

basis for the expression of limited assurance, the 

accountant must 

¢ apply analytical procedures to the financial 
statements, as discussed in paragraphs 
.36-.37 of AR section 100. 

¢ make inquiries of management and, when 
deemed appropriate, other company person- 
nel, as discussed in paragraph .38 of AR sec- 
tion 100. 

* obtain representations from management for 
all financial statements and periods covered 
by the accountant’s review report, as dis- 
cussed in paragraphs .39- .42 of AR section 
100. 
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.30 The analytical and other procedures per- 
formed and the specific inquiries made enc+he-ene- 
beter dette piececvessertossiecbsliould: be 
tailored to the engagement based on the accoun- 
tant’s knowledge of the entity's business. For exam- 
ple, if the accountant becomes aware of a significant 
change in the entitys operations, the accountant 
may consider making additional inquiries, employ- 
ing additional analytical procedures, or both. 
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Heweves, During the performance of the review 
procedures, the accountant may become aware that 
information coming to his or her attention is incor- 
rect, incomplete, or otherwise unsatisfactory—any 
attentiontesarding—or that fraud or an illegal act 
that may have occurreds. The accountant should 
request that management consider the effect of these 
matters on the financial statements. Additionally, the 
accountant should consider the effect of these mat- 
ters on his or her review report. In circumstances 
where the accountant believes the financial state- 
ments are materially misstated, the accountant 
should perform the additional procedures deemed 
necessary to achieve limited assurance that there are 
no material modifications that should be made to 
the financial statements in order for the statements 
to be in conformity with generally accepted 
accounting principles. (See paragraph +6.51) for 
guidance when an accountant is unable to complete 
a review and paragraphs 5+.56— 53.58 for the 
accountant’ responsibilities when he or she is aware 
of departures from generally accepted accounting 
principles.) 


Limitations of a Review Engagement 

.32 A review differs significantly from an audit of 
financial statements in which the auditor provides rea- 
sonable assurance that the financial statements, taken 
as a whole, are free of material misstatement. A review 
does not contemplate obtaining an understanding of 
the entity’s internal control; assessing fraud risk; tests 
of accounting records by obtaining sufficient appro- 
priate audit evidence through inspection, observation, 
confirmation, or the examination of source documents 
(for example, cancelled checks or bank images); or 
other procedures ordinarily performed in an audit. 
Accordingly, a review does not provide assurance that 
the accountant will become aware of all significant 
matters that would be disclosed in an audit. Therefore, 
a review provides only limited assurance that there 
are no material modifications that should be made to 
the financial statements in order for the statements 
to be in conformity with GAAP 


Analytical Procedures 
3+.36 In a review engagement, Fre the 
accountant shedtd must apply analytical procedures 
to the financial statements. The purpose of analyt- 
ical procedures is to identify and provide a basis for 
inquiry about the relationships and individual items 
that appear to be unusual and that may indicate a 
material misstatement. Analytical procedures 

shoud include: 

¢ Developing expectations by identifying and 
using plausible relationships that are reason- 
(continued on page 102) 
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ably expected to exist based on the accoun- 
tants understanding of the entity and the 
industry in which the entity operates. 

¢ Comparing recorded amounts, or ratios devel- 

oped from recorded amounts, to expectations 
developed by the accountant. 

See Appendix I [paragraph 92.105] for exam- 
ples of analytical procedures an accountant may 
consider performing when conducting a review of 
financial statements. 

Subsequent and intervening paragraphs and 
footnotes are renumbered. 


APPENDIX C 
Compilation of Financial Statements- 
Illustrative Engagement Letter 

786 .99 

[Appropriate Salutation] 

This letter is to confirm our understanding of 
the terms and objectives of our engagement and the 
nature and limitations of the services we will pro- 
vide. 

We will perform the following services: 

We will compile, from information you provide, 
the annual [and interim, if applicable] balance sheet 
and related statements of income, retained earnings, 
and cash flows of XYZ Company for the year 20XX. 

We will compile the financial statements and 
issue an accountant’ report thereon in accordance 
with Statements on Standards for Accounting and 
Review Services issued by the American Institute of 


Certified Public Accountants. A-eompietonisti- 
ls meseckes £6 ‘al 
es NCE f 


snanegement-Lhe objective of a compilation is to 
present in the form of financial statements, infor- 


mation that is the representation of management 
(owners) without undertaking to express any 
assurance on the financial statements. We-wtt-ret 

i eee ‘ed ; 
pad ity Monk 
ohassttteorn there 

A compilation differs significantly from a 
review or an audit of financial statements. A com- 
pilation does not contemplate performing inquiry, 
analytical procedures, or other procedures per- 
formed in a review. Additionally, a compilation 
does not contemplate obtaining an understanding 
of the entity’s internal control; assessing fraud risk; 
tests of accounting records by obtaining sufficient 
appropriate audit evidence through inspection, 
observation, confirmation, the examination of 
source documents (for example, cancelled checks 
or bank images); or other procedures ordinarily 
performed in an audit. Therefore, a compilation 
does not provide a basis for expressing any level 
of assurance on the financial statements being 
compiled. 

Our engagement cannot be relied upon to dis- 
close errors, fraud, or illegal acts that may exist. 
However, we will inform the appropriate level of 
management of any material errors, and of any evi- 
dence or information that comes to our attention 
during the performance of our compilation proce- 
dures, that fraud may have occurred. In addition, 
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we will report to you any evidence or information 
that comes to our attention during the performance 
of our compilation procedures regarding illegal acts 
that may have occurred, unless they are clearly 
inconsequential. 

As part of our engagement, we will also (list any 
nonattest services to be performed, if applicable, 
such as income tax preparation and bookkeeping 
services). 

You are responsible for: 

a. Making all management decisions and per- 

forming all management functions; 

b. Designating an individual who possesses 
suitable skill, knowledge, and/or experi- 
ence, preferably within senior management, 
to oversee the services; 

c. Evaluating the adequacy and results of the 
services performed; 

d. Accepting responsibility for the results of the 
services; and 

e. Establishing and maintaining internal con- 
trols, including: monitoring ongoing activities. 

If, for any reason, we are unable to complete the 
compilation of your financial statements, we will not 
issue a report on such statements as a result of this 
engagement. 

Our fees for these services ... 

We will be pleased to discuss this letter with you 
at any time. 

If the foregoing is in accordance with your 
understanding, please sign the copy of this letter in 
the space provided and return it to us.” 


Sincerely yours, 
[Signature of accountant] 


Acknowledged: 
XYZ Company 


President 
Date 


APPENDIX D 

Compilation of Financial Statements Not 
Intended for Third Party Use-lIllustrative 
Engagement Letter 

-84.100 

[Appropriate Salutation] 

This letter is to confirm our understanding of 
the terms and objectives of our engagement and the 
nature and limitations of the services we will pro- 
vide. 

We will perform the following services: 

We will compile, from information you provide, 
the [monthly, quarterly, or other frequency] financial 
statements of XYZ Company for the year 20XX. 

We will compile the financial statements in 
accordance with Statements on Standards for 





*Some accountants prefer not to obtain an acknowledgment, in 
which case their letter would omit the paragraph beginning, “If the 
foregoing...” and the spaces for the acknowledgment. The first para- 
graph of their letter might begin as follows: “This letter sets forth our 
understanding of the terms and objectives of our engagement...” 


Accounting and Review Services issued by the 
American Institute of Certified Public Accountants. 

inet aes eeluanee 

a ‘al “ad pate 

- The objective of a com- 
pilation engagement is to present in the form of 
financial statements, information that is the rep- 
resentation of management (owners) without 
undertaking to express any assurance on the finan- 


cial statements. 

6 sal : Pie tieata 
‘ ae ule f 

onthe 

A compilation differs significantly from a review 
or an audit of financial statements. A compilation 
does not contemplate performing inquiry, analyti- 
cal procedures, or other procedures performed in 
a review. Additionally, a compilation does not con- 
template obtaining an understanding of the enti- 
ty’s internal control; assessing fraud risk; tests of 
accounting records by obtaining sufficient appro- 
priate audit evidence through inspection, observa- 
tion, confirmation, the examination of source 
documents (for example, cancelled checks or bank 
images); or other procedures ordinarily performed 
in an audit. Therefore, a compilation does not pro- 
vide a basis for expressing any level of assurance 
on the financial statements being compiled. 

The financial statements will not be accompa- 
nied by a report. Based upon our discussions with 
you, these statements are for management’ use only 
and are not intended for third-party use. 

Material departures from generally accepted 
accounting principles (GAAP) eretkereomprehen- 
shre- basis ofnccountinetOCBOA} may exist and the 
effects of those departures, if any, on the financial 
statements may not be disclosed. In addition sub- 
stantially all disclosures required by GAAP ¢¢ 
OBO may be omitted. (The accountant may wish 
to identify known departures.) Notwithstanding 
these limitations, you represent that you have knowl- 
edge about the nature of the procedures applied and 
the basis of accounting and assumptions used in the 
preparation of the financial statements that allows 
you to place the financial information in the prop- 
er context. Further, you represent and agree that the 
use of the financial statements will be limited to 
members of management with similar knowledge. 

The financial statements are intended solely for 
the information and use of [include list of specified 
members of management] and are not intended to 
be and should not be used by any other party— 
[optional]. 

Our engagement cannot be relied upon to dis- 
close errors, fraud, or illegal acts that may exist. 
However, we will inform the appropriate level of 
management of any material errors and of any evi- 
dence or information that comes to our attention 
during the performance of our compilation proce- 
dures, that fraud may have occurred. In addition, 
we will report to you any evidence or information 
that comes to our attention during the performance 
of our compilation procedures, regarding illegal acts 
that may have occurred unless they are clearly incon- 
sequential. 








We are not independent with respect to [name 
of entity] [if applicable). 

As part of our engagement, we will also (list any 
nonattest services to be provided, if applicable, such 
as income tax preparation and bookkeeping services). 

You are responsible for: 

a. Making all management decisions and per- 

forming all management functions: 

b. Designating an individual who possesses 

* suitable skill, knowledge, and/or experience, 
preferably within senior management, to 
oversee the services; 

c. Evaluating the adequacy and results of the 

services performed; 

d. Accepting responsibility for the results of the 

services; and 

e. Establishing and maintaining internal con- 

trols, including monitoring ongoing activities. 

The other data accompanying the financial state- 
ments are presented only for supplementary analy- 
sis purposes and will be compiled from information 
that is the representation of management, without 
audit or review, and we do not express an opinion 


or any other form of assurance on such data—lif 


applicable]. 

Our fees for these services ... 

Should you require financial statements for third- 
party use, we would be pleased to discuss with you 
the requested level of service. Such engagement would 
be considered separate and not deemed to be part of 
the services described in this engagement letter. 

We will be pleased to discuss this letter with you 
at any time. 

If the foregoing is in accordance with your 
understanding, please sign the copy of this letter in 
the space provided and return it to us. 


Sincerely yours, 
[Signature of accountant] 


Accepted and agreed to: 
XYZ Company 


Title 

Date ; 
Subsequent and intervening paragraphs and 

footnotes are renumbered. 


APPENDIX E 

Review of Financial Statements- 

Illustrative Engagement Letter 
8.101 


[Appropriate Salutation] 
This letter is to confirm our understanding of the 
terms and objectives of our engagement and the 
nature and limitations of the services we will provide. 





*Some accountants prefer not to obtain an acknowledgment, in 
which case their letter would omit the paragraph beginning, “If the 
foregoing. ..” and the spaces for the acknowledgment. The first para- 
graph of their letter might begin as follows: “This letter sets forth our 
understanding of the terms and objectives of our engagement...” 
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We will perform the following services: 

We will review the financial statements of XYZ 
Company as of December 31, 20XX, and issue an 
accountants report thereon in accordance with 
Statements on Standards for Accounting and Review 
Services issued by the American Institute of 
Certified Public Accountants. The objective of a 
review engagement is to express limited assurance 
that there are no material modifications that 
should be made to the financial statements in order 
for the statements to be in accordance with gen- 
erally accepted accounting principles. yewtt-net 


cesdhdimele 4 ' 
toro thet: 

A review differs significantly from an audit of 
financial statements, in which the auditor provides 
reasonable assurance that the financial statements, 
taken as a whole, are free of material misstatement. 


AT OION eons teotetitettt prescrip artie: 
ebdateteriew does not contemplate obtaining an 
understanding of the entity’s internal control erassess- 


teeontrotists; assessing fraud risk; tests of account- 
ing records emd+espenses-teinquities-by obtaining 


corroborating ericentialmaiter sufficient appropriate — 


audit evidence through inspection, observation, con- 
firmation, or the examination of source documents 
(for example, cancelled checks or bank images); e¢ 
eertait-and other procedures ordinarily performed 
eee in an audit. HeesAccordingly, a review does 
not provide assurance that we will become aware of 
all significant matters that would be disclosed in an 
audit. Therefore, a review provides only limited assur- 
ance that there are no material modifications that 
should be made to the financial statements in order 
for the statements to be in conformity with general- 
ly accepted accounting principles. 

Our engagement cannot be relied upon to dis- 
close errors, fraud, or illegal acts that may exist. 
However, we will inform the appropriate level of 
management of any material errors, and of any evi- 
dence or information that comes to our attention dur- 
ing the performance of our review procedures, that 
fraud may have occurred. In addition, we will report 
to you any evidence or information that comes to our 
attention during the performance of our review pro- 
cedures regarding illegal acts that may have occurred, 
unless they are clearly inconsequential. 

As part of our engagement, we will also (list any 
nonattest services to be provided, if applicable, such 
as income tax preparation and bookkeeping services). 

You are responsible for: 

a. Making all management decisions and per- 
forming all management functions; 

b. Designating an individual who possesses suit- 
able skill, knowledge, and/or experience, 
preferably within senior management, to 
oversee the services; 

c. Evaluating the adequacy and results of the 
services performed; 

d. Accepting responsibility for the results of the 
services; and 





e. Establishing and maintaining internal con- 

trols, including monitoring ongoing activities. 

As part of our review procedures, we will 
require certain written representations from man- 
agement about the financial statements and matters 
related thereto. 

If, for any reason, we are unable to complete our 
review of your financial statements, we will not issue 
a report on such statements as a result of this 
engagement. 

Our fees for these services. . . . 

We will be pleased to discuss this letter with you 
at any time. 

> If the foregoing is in accordance with your 
understanding, please sign the copy of this letter in 
the space provided and return it to us. 


Sincerely yours, 





[Signature of accountant] 


Acknowledged: 
XYZ Company 


President 
Date 


7. This amendment is effective for compila- 
tions and reviews of financial statements for peri- 
ods ending on or after December 15, 2008. Early 
application is permitted. 


Amendment to AR Section 100, Compilation 
and Review of Financial Statements (AICPA, 
Professional Standards, vol. 2, AR sec. 
100. 04)—Definitions of Those Charged with 
Governance, Management, and Third Parties 
8. This amendment revises the definition of 

third parties in paragraph .04 of AR section 100 to 
clarify that the phrase “who are knowledgeable about 
the nature of the procedures applied and the basis 
of accounting and assumptions used in the prepa- 
ration of financial statements” applies to “members 
of management.” In addition, this amendment intro- 
duces definitions of those charged with governance and 
management. New language is shown in boldface ital- 
ics. Note that only those definitions in paragraph .04 
of AR section 100 that are revised or added as a result 
of this amendment are reflected below. The revisions 
made pursuant to paragraphs | and 6 of this pro- 
posed Statement on Standards for Accounting and 
Review Services are not reflected below. All other def- 
initions are unchanged. 


DEFINITIONS 

.04 Certain terms are defined for purposes of 
this section as follows. 

Those charged with governance. The 
person(s) with responsibility for overseeing the 
strategic direction of the entity and obligations 
related to the accountability of the entity. This 
includes overseeing the financial reporting 
process. In some cases, those charged with gover- 
nance are responsible for approving the entity’s 

(continued on page 104) 
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financial statements (in other cases, management 
has this responsibility). In some entities, gover- 
nance is a collective responsibility that may be car- 
ried out by a board of directors, a committee of the 
board of directors, a committee of management, 
partners, equivalent persons, or some combination 
thereof. Those charged with governance are specif- 
ically excluded from management, unless they per- 
form management functions as defined below. 

Management. The person(s) responsible for 
achieving the objectives of the entity and who have 
the authority to establish policies and make deci- 
sions by which those objectives are to be pursued. 
Management is responsible for the financial state- 
ments, including designing, implementing, and 
maintaining effective internal control over finan- 
cial reporting. 

Third party. All pettespersons, including those 
charged with governance, except for those mem- 
bers of management as defined above. +he-are 


ments.” 

9. This amendment is effective for compila- 
tions and reviews of financial statements for peri- 
ods ending on or after December 15, 2008. Early 
application is permitted. 


Amendment to AR Section 100, Compilation 
and Review of Financial Statements (AICPA, 
Professional Standards, vol. 2, AR sec. 100.36 
and .89)—Dating of the Management 
Representation Letter 

10. This amendment revises paragraphs .36 and 
.89 of AR section 100 to state that because (1) 
review procedures include obtaining representations 
from management for all financial statements and 
periods covered by the accountant’s review report 
and (2) the accountants review report should be 
dated as of the completion of the accountant’ review 
procedures as well as the fact that the accountant 
is concerned with events occurring through the date 
of the review report that may require adjustment to 
or disclosure in the financial statements, manage- 
ments representations should be made as of the date 
of the accountant’s review report. 


Management Representations Letter 

36.41 Ina review engagement, the account- 
ant must obtain representations from management 
for all financial statements and periods covered by 
the accountant’s review report. Because the 
accountant is concerned with events occurring 
through the date of the report that may require 
adjustment to or disclosure in the financial state- 
ments, management’s representations set forth in 
the management representation letter should be 
made as of the date of the accountant’s review 
report. The accountant need not be in physical 
receipt of the management representation letter as 





4. The accountant may wish to specify those members of manage- 
ment. See Appendix D [paragraph -@&100], “Compilation of Finan- 
cial Statements Not Intended For Third-Party Use — Illustrative En- 
gagement Letter.” 









The impact of a new accounting 
principle is not known. 














There is justification for a change 
in accounting principles. 












Financial circumstances are strained, 
with disclosure of managements 

intentions and the entitys ability to 
continue as a going concern. 











General 





Illustrative Examples 







We have not completed the process of evaluating the impact that 
will result from adopting Financial Accounting Standards Board 
(FASB) Statement No. [XXX, Name], as discussed in Note [X]. The 
company is therefore unable to disclose the impact that adopting 
FASB Statement No. [XXX] will have on its financial position and 
the results of operations when such statement is adopted. 









We believe that [describe the newly adopted accounting principle] is 
preferable to [describe the former accounting principle] because [describe 
management’ justification for the change in accounting principles}. 









Note [X] to the financial statements discloses all of the matters of 
which we are aware that are relevant to the companys ability to 
continue as a going concern, including significant conditions and 
events, and managements plans. 










The possibility exists that the 
value of specific significant long- 
lived assets or certain identifiable 
intangibles may be impaired. 








The entity has a variable interest 
in another entity. 















































The work of a specialist has been 
used by the entity 












We have reviewed long-lived assets and certain identifiable intan- 
gibles to be held and used for impairment whenever events or 
changes in circumstances have indicated that the carrying amount 
of its assets might not be recoverable and have appropriately record- 
ed the adjustment. 





Variable interest entities (VIEs) and potential VIEs and transactions 
with VIEs and potential VIEs have been properly recorded and dis- 
closed in the financial statements in accordance with GAAP 


We have considered both implicit and explicit variable interests in 
(a) determining whether potential VIEs should be considered VIEs, 
(b) calculating expected losses and residual returns, and (c) deter- 
mining which party, if any, is the primary beneficiary. 


We have provided you with lists of all identified variable interests 
in (a) VIEs, (b) potential VIEs that we considered but judged not to 
be VIEs, and (c) entities that were afforded the scope exceptions of 
FASB Interpretation (FIN) No. 46R, Consolidation of Variable Interest 
Entities— An Interpretation of ARB No. 51. 


We have advised you of all transactions with identified VIEs, poten- 
tial VIEs, or entities afforded the scope exceptions of FIN No. 46R. 


We have made available all relevant information about financial inter- 
ests and contractual arrangements with related parties, de facto agents, 
and other entities, including but not limited to, their governing doc- 
uments, equity and debt instruments, contracts, leases, guarantee 
arrangements, and other financial contracts and arrangements. 


The information we provided about financial interests and contrac- 
tual arrangements with related parties, de facto agents, and other 
entities includes information about all transactions, unwritten 
understandings, agreement modifications, and written and oral side 
agreements. 


Our computations of expected losses and expected residual returns 
of entities that are VIEs and potential VIEs are based on the best 
information available and include all reasonably possible outcomes. 


Regarding entities in which the company has variable interests (implic- 
it and explicit), we have provided all information about events and 
changes in circumstances that could potentially cause reconsideration 
about whether the entities are VIEs or whether the company is the 
primary beneficiary or has a significant variable interest in the entity. 


We have made and continue to make exhaustive efforts to obtain 
information about entities in which the company has an implicit 
or explicit interest but that were excluded from complete analysis 
under FIN No. 46R due to lack of essential information to deter- 
mine one or more of the following: whether the entity is a VIE, 
whether the company is the primary beneficiary, or the account- 
ing required to consolidate the entity. 







We agree with the findings of specialists in evaluating the [describe 
assertion] and have adequately considered the qualifications of the 
specialist in determining the amounts and disclosures used in the 
financial statements and underlying accounting records. We did not 
give or cause any instructions to be given to specialists with respect 
to the values or amounts derived in an attempt to bias their work, 
and we are not otherwise aware of any matters that have had an 
impact on the independence or objectivity of the specialists. 










eh eee 
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Assets 





Condition 





Illustrative Examples | 





Cash 


Disclosure is required of compen- 


sating balances or other arrange- 
ments involving restrictions on 
cash balances, lines of credit, or 
similar arrangements. 









Arrangements with financial institutions involving compensating 
balances or other arrangements involving restrictions on cash 
balances, lines of credit, or similar arrangements have been 
properly disclosed. 





Financial Instruments 
Management intends to and has 
the ability to hold to maturity 

debt securities classified as held- 
to-maturity. 











Debt securities that have been classified as held-to-maturity 
have been so classified due to the company’s intent to hold such 
securities to maturity and the company’s ability to do so. All 
other debt securities have been classified as available-for-sale or 
trading. 








Management considers the 
decline in value of debt or equity 
securities to be temporary. 


We consider the decline in value of debt or equity securities 
classified as either available-for-sale or held-to-maturity to be 





Management has determined the 
fair value of significant financial 
instruments that do not have 
readily determinable market 
values. 


There are financial instruments 
with off-balance-sheet risk and 
financial instruments with 
concentrations of credit risk. 





temporary. 


The methods and significant assumptions used to determine fair 
values of financial instruments are as follows: [describe methods 
and significant assumptions used to determine fair values of financial 
instruments]. The methods and significant assumptions used 
result in a measure of fair value appropriate for financial state- 
ment measurement and disclosure purposes. 


The following information about financial instruments with off- 
balance-sheet risk and financial instruments with concentrations 
of credit risk has been properly disclosed in the financial state- 
ments: 

1. The extent, nature, and terms of financial instruments with 
off-balance-sheet risk 

2. The amount of credit risk of financial instruments with off- 
balance-sheet risk and information about the collateral support- 
ing such financial instruments 

3. Significant concentrations of credit risk arising from all finan- 
cial instruments and information about the collateral supporting 
| such financial instruments 





Receivables 


Receivables have been recorded in 


the financial statements. 





Receivables recorded in the financial statements represent valid 
claims against debtors for sales or other charges arising on or 
before the balance-sheet date and have been appropriately 
reduced to their estimated net realizable value. 








Inventories 
Excess or obsolete inventories 
exist. 


Investments 

There are unusual considerations 
involved in determining the 
application of equity accounting. 


Deferred Charges 
Material expenditures have been 
deferred. 


Deferred Tax Assets 
A deferred tax asset exists at the 
balance-sheet date. 





Provision has been made to reduce excess or obsolete invento- 
ries to their estimated net realizable value. 


[For investments in common stock that are either nonmarketable or 
of which the entity has a 20 percent or greater ownership interest, 
select the appropriate representation from the following:] 

¢ The equity method is used to account for the company’s 
investment in the common stock of [investee] because the com- 
pany has the ability to exercise significant influence over the 
investee’s operating and financial policies. 

¢ The cost method is used to account for the company’s invest- 
ment in the common stock of [investee] because the company 
does not have the ability to exercise significant influence over 
the investee’s operating and financial policies. 


We believe that all material expenditures that have been 
deferred to future periods will be recoverable. 





The valuation allowance has been determined pursuant to the 
provisions of FASB Statement No. 109, Accounting for Income 
Taxes, including the company’s estimation of future taxable 
income, if necessary, and is adequate to reduce the total deferred 
tax asset to an amount that will more likely than not be realized. 
[Complete with appropriate wording detailing how the entity deter- 
mined the valuation allowance against the deferred tax asset.] 

or 

A valuation allowance against deferred tax assets at the balance- 
sheet date is not considered necessary because it is more likely 
than not the deferred tax asset will be fully realized. 





of the date of the accountant’s review report pro- 
vided that management has acknowledged that 
they will sign the representation letter without 
modification, and it is received prior to the date 


the report is released. The wtten-representattens 


management representation letter should be 
addressed to the accountant. Beeawse+heaecoun 


st eereieertiercet theoreti te 
oa eas 
eHealth tebe tc ho 
Heth Tic oie 
should be signed by those members of management 
whom the accountant believes are responsible for 
and knowledgeable, directly or through others in 
the organization, about the matters covered in the 
representation letter. Normally, the chief executive 
officer and chief financial officer or others with 
equivalent positions in the entity should sign the 
representation letter. If the current management was 
not present during all periods covered by the 
accountant’ report, the accountant should never- 
theless obtain written representations from current 
management on all such periods. 


APPENDIX F 
Review of Financial Statements—Illustrative 
Representation Letter 

789.102 

A review of financial statements consists prin- 
cipally of inquiries of company personnel and ana- 
lytical procedures applied to financial data. As part 
of a review of financial statements, the accountant 
is required to obtain a written representation from 
his or her client to confirm the oral representations 
made to the accountant. The introductory para- 
graph should specify the financial statements and 
periods covered by the accountants review report; 


If matters exist that should be disclosed to the 
accountant, they should be indicated by listing them 
following the representation. For example, if an 
event subsequent to the date of the balance sheet 
has been disclosed in the financial statements, the 
subsequent events paragraph could be modified as 
follows: “To the best of our knowledge and belief, 
except as discussed in Note X to the financial state- 
ments, no events have occurred. . . .” Similarly, in 
appropriate circumstances, item 4 could be modi- 
fied as follows: “The company has no plans or inten- 
tions that may materially affect the carrying value 
or classification of assets and liabilities, except for 
our plans to dispose of Segment A, as disclosed in 
Note X to the financial statements, which are dis- 
cussed in the minutes of the December 7, 20X1, 
meeting of the board of directors.” 

The following representation letter is included 
for illustrative purposes only. The accountant may 
decide, based on the circumstances of the review 
engagement or the industry in which the entity 
operates, that other matters should be specifically 
included in the letter or that some of the represen- 

(continued on page 108) 
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tations included in the illustrative letter are not nec- 
essary. 
(Date!) 
(To the Accountant) 

We are providing this letter in connection with 
your review of the (identification of financial state- 


Tnchissteresiple-baleneesheet-anctelated state 
6; aera Poon 
. flews) of (name of entity) as of (dates, for example, 
December 31, 20X1 and December 31, 20X2) and for 
the (periods of review, for example, for the years then 
ended) for the purpose of expressing limited assurance 
that there are no material modifications that should 
be made to the statements in order for them to be in 
conformity with generally accepted accounting prin- 
ciples. We confirm that we are responsible for the fair 
presentation in the financial statements of financial 
position, results of operations, and cash flows in con- 
formity with generally accepted accounting principles. 

Certain representations in this letter are 
described as being limited to matters that are mate- 
rial. Items are considered material, regardless of 
size, if they involve an omission or misstatement 
of accounting information that, in the light of sur- 
rounding circumstances, makes it probable that the 
judgment of a reasonable person using the infor- 
mation would be changed or influenced by the 
omission or misstatement.’ 

We confirm, to the best of our knowledge and 
belief, [as of (the date of the accountant’s review 
report)] the following representations made to you 
during your review. 

1. The financial statements referred to above 
are fairly presented in conformity with generally 
accepted accounting principles. 

2. We have made available to you all: 

' a. Financial records and related data. 

b. Minutes of the meetings of stockholders, 
directors, and committees of directors, or 
summaries of actions of recent meetings 
for which minutes have not yet been pre- 
pared. 

3. There are no material transactions that have 
not been properly recorded in the accounting 
records underlying the financial statements. 

4. We acknowledge our responsibility to pre- 
vent and detect fraud. 

5. We have no knowledge of any fraud or sus- 
pected fraud affecting the entity involving manage- 
ment or others where the fraud could have a 
material effect on the financial statements, includ- 
ing any communications received from employees, 
former employees, or others. 

6. We have no plans or intentions that may 
materially affect the carrying amounts or classifica- 
tion of assets and liabilities. 

7. There are no material losses (such as from 
obsolete inventory or purchase or sales commit- 


1. This date should be the date that the client presents and signs the 
letter s-presented-end-siered-by-the-elent. In no event should the 
letter be presented and signed prior to the eem»pleter-obtheterter 


date of the accountant’s review report. 

2. The qualitative discussion of materiality used in this letter is adapt- 
ed from Financial Accounting Standards Board Statement of Finan- 
cial Accounting Concepts No. 2, Qualitative Characteristics of Account- 
ing Information. 






Debt 

Short-term debt could be refi- 
nanced on a long-term basis and 
management intends to do so. 





Illustrative Examples 



















The company has excluded short-term obligations totaling 
${amount] from current liabilities because it intends to refinance 
the obligations on a long-term basis. [Complete with appropriate 
wording detailing how amounts will be refinanced as follows:] 







* The company has issued a long-term obligation [debt security] 
after the date of the balance sheet but prior to the issuance of 
the financial statements for the purpose of refinancing the short- 
term obligations on a long-term basis. 






* The company has the ability to consummate the refinancing, 
by using the financing agreement referred to in Note [X] to the 
financial statements. 








Tax-exempt bonds have been Tax-exempt bonds issued have retained their tax-exempt status. 


issued. 






















We intend to reinvest the undistributed earnings of [name of for- 
eign subsidiary]. 


Taxes 
Management intends to reinvest 
undistributed earnings of a 
foreign subsidiary. 




















Provision has been made for any material loss that is probable 
from environmental remediation liabilities associated with [name 
of site]. We believe that such estimate is reasonable based on 
available information and that the liabilities and related loss con- 
tingencies and the expected outcome of uncertainties have been 
adequately described in the company’s financial statements. 


Agreements may exist to Agreements to repurchase assets previously sold have been 
repurchase assets previously sold. | properly disclosed. 


Pension and Postretirement We believe that the actuarial assumptions and methods used to 
Benefits measure pension liabilities and costs for financial accounting 

An actuary has been used to purposes are appropriate in the circumstances. 
measure pension liabilities and 
costs. 


Contingencies 

Estimates and disclosures have 
been made of environmental 
remediation liabilities and related 
loss contingencies. 


































There is involvement with a 
multiemployer plan. 






We are unable to determine the possibility of a withdrawal lia- 
bility in a multiemployer benefit plan. 

or 

We have determined that there is the possibility of a withdrawal 
liability in a multiemployer plan in the amount of $[XX]. 














Postretirement benefits have been 


We do not intend to compensate for the elimination of postre- 
eliminated. 


tirement benefits by granting an increase in pension benefits. 
or 

We plan to compensate for the elimination of postretirement 
benefits by granting an increase in pension benefits in the 
amount of $[XX]. 






Employee layoffs that would 
otherwise lead to a curtailment of 
a benefit plan are intended to be 
temporary. 


Current employee layoffs are intended to be temporary. 




















Management intends to either 
continue to make or not make 
frequent amendments to its pen- 
sion or other postretirement bene- 
fit plans, which may affect the 
amortization period of prior serv- 
ice cost, or has expressed a sub- 
stantive commitment to increase 
benefit obligations. 


There are capital stock repurchase | Capital stock repurchase options or agreements or capital stock 

options or agreements or capital reserved for options, warrants, conversions, or other requirements have 
stock reserved for options, war- been properly disclosed. 

rants, conversions, or other 
requirements. 


We plan to continue to make frequent amendments to its pen- 
sion or other postretirement benefit plans, which may affect the 
amortization period of prior service cost. 

or 

We do not plan to make frequent amendments to its pension or 
other postretirement benefit plans. 
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Income Statement 





Condition 


There may be a loss from sales 
commitments. 


There may be losses from 
purchase commitments. 


Nature of the product or industry 
indicates the possibility of undis- 
closed sales terms. 


ments) that have not been properly accrued or dis- 
closed in the financial statements: 

8. There are no: 

a. Violations or possible violations of laws or 
regulations, whose effects should be consid- 
ered for disclosure in the financial statements 
or as a basis for recording a loss contingency 

b. Unasserted claims or assessments that our 
lawyer has advised us are probable of asser- 
tion that must be disclosed in accordance 
with Financial Accounting Standards Board 
(FASB) Statement No. 5 [AC section C59], 
Accounting for Contingencies.’ 

c. Other material liabilities or gain or loss con- 
tingencies that are required to be accrued or 
disclosed by FASB Statement No. 5 

9. The company has satisfactory title to all 
owned assets, and there are no liens or encum- 
brances on such assets, nor has any asset been 
pledged as collateral, except as disclosed to you and 
reported in the financial statements. 

10. We have complied with all aspects of con- 
tractual agreements that would have a material effect 
on the financial statements in the event of noncom- 
pliance. 

11. The following have been properly record- 
ed or disclosed in the financial statements: 

a. Related party transactions, including sales, 
purchases, loans, transfers, leasing arrange- 
ments, and guarantees, and amounts 
receivable from or payable to related parties. 

b. Guarantees, whether written or oral, under 
which the company is contingently liable. 

c. Significant estimates and material concentra- 
tions known to management that are 
required to be disclosed in accordance with 
the AICPAs Statement of Position 94-6, 
Disclosure of Certain Significant Risks and 
Uncertainties. [Significant estimates are esti- 
mates at the balance sheet date that could 
change materially with the next year. 
Concentrations refer to volumes of business, 
revenues, available sources of supply, or mar- 
kets or geographic areas for which events 
could occur that would significantly disrupt 
normal finances within the next year.] 





3. If management has not consulted a lawyer regarding litigation, 
claims, and assessments, the representation might be worded as fol- 
lows: We are not aware of any pending or threatened litigation, 
claims, or assessments or wnasserted claims or assessments that are 
required to be accrued or disclosed in the financial statements in ac- 
cordance with Financial Accounting Standards Board Statement No. 
5 [AC section C59], Accounting for Contingencies, and we have not 
consulted a lawyer concerning litigation, claims, or assessments. 


Illustrative Examples 


Provisions have been made for losses to be sustained in the fulfillment 
of or from inability to fulfill any sales commitments. 


Provisions have been made for losses to be sustained as a result of pur- 
chase commitments for inventory quantities in excess of normal 
requirements or at prices in excess of prevailing market prices. 


We have fully disclosed to you all sales terms, including all rights of 
return or price adjustments and all warranty provisions. 





[Add additional representations that are unique to 
the entity’s business or industry. See charts pages 
104-109 for additional illustrative representations. | 

12. We are in agreement with the adjusting jour- 
nal entries you have recommended, and they have 
been posted to the company’s accounts. (if applicable) 

13. To the best of our knowledge and belief, no 
events have occurred subsequent to the balance- 
sheet date and through the date of this letter that 
would require adjustment to or disclosure in the 
aforementioned financial statements.’ 

14. We have responded fully and truthfully to 
all inquiries made to us by you during your review. 


(Name of Owner or Chief Executive Officer and 
Title) 


(Name of Chief Financial Officer and Title, 
where applicable) 


Representation letters ordinarily should be tai- 
lored to include additional appropriate representa- 
tions from management relating to matters specific 
to the entitys business or industry. The following 
is a list of additional representations that may be 
appropriate in certain situations. This list is not 
intended to be all-inclusive. The accountant should 
consider the effects of pronouncements issued sub- 
sequent to the issuance of this section. 

11. This amendment is effective for compila- 
tions and reviews of financial statements for peri- 
ods ending on or after December 15, 2008. Early 
application is permitted 


Amendment to AR Section 100, Compilation 
and Review of Financial Statements (AICPA, 
Professional Standards, vol. 2, AR sec, 100)— 
An Entity’s Ability to Continue as a Going 
Concern 

12. Currently AR section 100 does not provide 
guidance with respect to an accountant’ consider- 
ation of the entity’ ability to continue as a going 
concern during the performance of compilation or 
review procedures. This amendment revises AR sec- 
tion 100 to include such guidance. 

.69 During the performance of compilation or 
review procedures, evidence or information may come 
to the accountant’ attention indicating that there may 
be an uncertainty about the entity’s ability to contin- 





4. If the accountant “dual dates” his or her report, the accountant 
should consider whether obtaining additional representations relat- 
ing to the subsequent event is appropriate. 


ue as a going concern for a reasonable period of time, 
not to exceed one year beyond the date of the finan- 
cial statements being compiled or reviewed (here- 
inafter referred to as a reasonable period of time). 
In those circumstances, the accountant should request 
that management consider the possible effects of the 
going concern uncertainty on the financial statements, 
including the need for related disclosure. 

.70 After management communicates to the 
accountant the results of its consideration of the 
possible effects on the financial statements, the 
accountant should consider the reasonableness of 
management’s conclusions including the adequa- 
cy of the related disclosures, if applicable. 

.71 If the accountant determines that manage- 
ment’s conclusions are unreasonable or the disclo- 
sure of the uncertainty regarding the entity’s ability 
to continue as a going concern is not adequate, he 
or she should follow the guidance in paragraphs 
.56-.58 of AR section 100 with respect to depar- 
tures from generally accepted accounting principles. 

.72 The accountant may emphasize an uncer- 
tainty about an entity’s ability to continue as a 
going concern provided the uncertainty is disclosed 
in the financial statements. In such circumstances, 
the accountant should follow the guidance in para- 
graphs .54-.55 of AR section 100. 

13. This amendment is effective for compila- 
tions and reviews of financial statements for peri- 
ods ending on or after December 15, 2008. Early 
application is permitted. 


Amendment to AR Section 100, Compilation 
and Review of Financial Statements (AICPA, 
Professional Standards, vol. 2, AR sec. 100)— 
Subsequent Events 

14. Currently AR section 100 does not provide 
guidance with respect to an accountant’ consider- 
ation of subsequent events in a compilation or 
review engagement. This amendment revises AR 
section 100 to include such guidance. 

./3 Events or transactions sometimes occur 
subsequent to the balance sheet date, but prior to 
management’ issuance of financial statements that 
have a material effect on the financial statements, 
and therefore require adjustment to or disclosure 
in the statements. These occurrences hereinafter 
are referred to as “subsequent events.” 

./4 Evidence or information that a subsequent 
event that has a material effect on the compiled or 
reviewed financial statements has occurred may 
come to the accountant’s attention in the follow- 
ing ways: 

(a) During the performance of compilation or 

review procedures 

(b) Subsequent to the date of the accountant’s 

compilation or review report but prior to 
the release of the report. 

In either case, the accountant should request 
that management consider the possible effects on 
the financial statements including the adequacy of 


37. For purposes of this section, with respect to compiled financial 
statements in which the accountant does not report, the submission 
of the compiled financial statements is the equivalent of the accoun- 
tant’s compilation or review report date. 


(continued on page 110) 
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any related disclosure, if applicable. 

.75 If the accountant determines that the subsequent event is not adequate- 
ly accounted for in the financial statements or disclosed in the notes, he or 
she should follow the guidance in paragraphs .56-.58 of AR section 100, 
Departures From Generally Accepted Accounting Principles. 

.76 Occasionally, a subsequent event has such a material impact on the 
entity that the accountant may wish to include in his or her compilation or 
review report an explanatory paragraph directing the reader's attention to 
the event and its effects. Such an emphasis of matter paragraph may be added, 
at the accountant’ discretion, provided that the matter is disclosed in the finan- 
cial statements. See paragraphs .54-.55 of AR section 100 for additional guid- 
ance with respect to emphasis of matter paragraphs. 

15. This amendment is effective for compilations and reviews of financial 
statements for periods ending on or after December 15, 2008. Early applica- 
tion is permitted. 


Amendment to AR Section 100, Compilation and Review of Financial 
Statements (AICPA, Professional Standards, vol. 2, AR sec. 100.70)— 
Supplementary Information 

16. In paragraph .70 of AR section 100, which provides guidance on sup- 
plementary information, it is stated that “the review has been made primarily 
for the purpose of expressing limited assurance that there are no material mod- 
ifications that should be made to the financial statements in order for them to 
be in conformity with generally accepted accounting principles.” In order to 
clarify the guidance in Statements on Standards for Accounting and Review 
Services, the word primarily will be deleted from the paragraph. New language 
is shown in boldface italics; deleted language is shown by strikethrough. 

-+ .83 When the basic financial statements are accompanied by informa- 
tion presented for supplementary analysis purposes, the accountant should 
clearly indicate the degree of responsibility, if any, he or she is taking with respect 
to such information. 

¢ When the accountant has reviewed the basic financial statements, an 

explanation should be included in the review report, or in a separate 
report on the other data. The report should state that the review has 
been made prmett-for the purpose of expressing limited assurance 
that there are no material modifications that should be made to the 
financial statements in order for them to be in conformity with gener- 
ally accepted accounting principles, and either 
a. The other data accompanying the financial statements are presented 
only for supplementary analysis purposes and have been subjected 
to the inquiry and analytical procedures applied in the review of the 
basic financial statements, and the accountant did not become aware 
of any material modifications that should be made to such data, or 
b. The other data accompanying the financial statements are presented only 
for supplementary analysis purposes and have not been subjected to the 
inquiry and analytical procedures applied in the review of the basic finan- 
cial statements, but were compiled from information that is the repre- 
sentation of management, without audit or review, and the accountant 
does not express an opinion or any other form of assurance on such data. 

When the accountant has compiled both the basic financial statements and 
other data presented only for supplementary analysis purposes, the compilation 
report should refer to the other data or the accountant can issue a separate report 
on the other data. Ifa separate report is issued, the report should state that the other 
data accompanying the financial statements are presented only for supplementary 
analysis purposes and that the information has been compiled from information 
that is the representation of management, without audit or review, and the account- 
ant does not express an opinion or any other form of assurance on such data. 

17. This amendment is effective for compilations and reviews of financial 
statements for periods ending on or after December 15, 2008. Early applica- 
tion is permitted. 


Amendment to AR Section 100, Compilation and Review of Financial 
Statements (AICPA, Professional Standards, vol. 2)—Analytical 
Procedures in a Review Engagement 

18. This amendment incorporates guidance with respect to analytical pro- 


cedures in a review engagement as an exhibit to the Codification of Statements 
on Standards for Accounting and Review Services. New language is shown in 
boldface italics. 


Exhibit A 
Analytical Procedures in a Review Engagement 


Notice to Readers 

The purpose of the documentation guidance contained in this exhibit is to illus- 
trate how an accountant might document expectations in a review engagement. 
The examples are presented for illustrative purposes only and should not be con- 
sidered to represent either minimum or maximum documentation requirements. 


This exhibit is an other compilation and review publication as defined in 
AR section 50, Standards for Accounting and Review Services. Other com- 
pilation and review publications have no authoritative status; however, they 
may help the accountant understand and apply SSARSs. If an accountant 
applies the guidance included in an Other Compilation and Review 
Publication, the accountant should be satisfied that, in his or her judgment, 
it is both appropriate and relevant to the circumstances of the subject engage- 
ment. This publication was reviewed by the AICPA Audit and Attest Standards 
staff and published by the AICPA and is presumed to be appropriate. 


- Expectations 


Forming an expectation is an integral phase of the analytical proce- 
dure process. Expectations are the accountant’s predictions of recorded 
amounts or ratios developed from recorded amounts. In performing ana- 
lytical procedures, the accountant develops the expectation in such a way 
that a material difference between the expectation and the recorded amount 
or ratio is indicative of a possible misstatement and, therefore, the account- 
ant should obtain explanations for the difference (for example, an unusu- 
al event occurred). Expectations are developed by identifying plausible 
relationships (for example, store square footage and retail sales) that are 
reasonably expected to exist based on the accountant’s understanding of 
the client and the industry in which the client operates. The accountant 
selects from a variety of data sources to form expectations. For example, 
the accountant may use prior-period information (adjusted for expected 
changes), management’s budgets or forecasts, industry data, or nonfinan- 
cial data. Additionally, information that is developed when an accountant 
compiles interim financial statements can be utilized by the accountant in 
developing expectations associated with the review of financial statements. 

An accountant cannot, under any circumstances, perform effective ana- 
lytical procedures without first developing expectations related to the 
results of those analytical procedures. Expectations developed by the 
accountant in performing analytical procedures in connection with a 
review of financial statements ordinarily are less encompassing than those 
developed in an audit. 

Pursuant to paragraph .45 of AR section 100, the accountant should 
document expectations and factors considered in the development of those 
expectations where significant expectations are not otherwise readily 
determinable from the documentation of the work performed. 

The following are examples of how an accountant can document expec- 
tations. These examples are not intended to be all inclusive. 


Example 1 — Expected increase in revenue 

An accountant is engaged to review the financial statements of a com- 
pany that manufactures components that are utilized by other companies 
in customizing vehicles for use by the United States military. Because of var- 
ious conflicts occurring in the world and the United States’ role in those con- 
flicts, the accountant reasonably expects sales to increase. Using his or her 
knowledge of the client, the client’s business, and the industry in which the 
client operates, the accountant expects a 10 percent to 15 percent increase 
in sales. Further, the accountant concludes that receivables should increase, 
and that loans payable and interest expense would also increase because 
the client would need to borrow money to fund the additional production. 
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Sample documentation 

Teemickmag Military Supply Company 
Analytical Procedures 

For the year ended December 31, 20XX 


Expectations 
The following are factors that should affect the relationship between cur- 


rent and prior year amounts: 

¢ Increase in military spending by the government due to world events 
should result in an increase in sales. Expected increase is between 
10 percent and 15 percent. The accountant expects a similar 
increase in accounts receivable. 

¢ Because of an increase in production of military vehicles, the com- 
pany had to borrow additional funds. Therefore, expected increase 
in loans payable and interest expense is between 10 percent and 
15 percent. 

¢ No significant change in either days sales in inventory or invento- 
ry turnover is expected. Although a build-up in inventory is expect- 
ed, that build-up is not expected to correspond with the increase in 
sales because the vehicles are expected to be sold near the date of 
completion. Any change greater than 5 percent will be subjected 
to additional inquiries. 

Balance sheets and income statements are available for the current 

year and the two years prior to the current year. 


Trend analysis 
Current Year _ Prior Year Change% Change 


Sales $2,500,000 $2,175,000 $325,000 14.94% 
Cost of goods sold 1,780,000 1,566,000 214,000 13.67% 
Gross margin 720,000 609,000 
Gross margin as a 
% of sales 28.80% 28.00% 
Selling expenses 230,000 184,000 46,000 25.00% 
Interest expense 48,000 42,000 6,000 14.29% 
Balance sheet ratio analysis 
‘ Two Years 
Current Year _ Prior Year Prior 
Accounts receivable, net $1,100,000 $843,000 $703,000 
Inventory 1,000,000 832,000 694,000 
Loans payable 498,000 437,000 418,000 


Days sales in receivables 
Days sales in receivables = Accounts receivable, net at end of period / 


(Net sales / 365) 
Current year days sales in receivables = $1,100,000 / 
($2,500,000 / 365) = 161 days 
Prior year days sales in receivables = $843,000 / 
($2,175,000 / 365) = 141 days 
The increase of 20 days sales in receivables (161 days — 141 days) 
represents a 14 percent increase. Because this increase is within the expect- 
ed range, no further inquiry is necessary. 


Days sales in inventory 
Days sales in inventory = Inventory at the end of period / (Total 


cost of goods sold / 365) 

Current year days sales in inventory = $1,000,000 / ($1,780,000 / 
365) = 205 days 

Prior year days sales in inventory = $832,000 / ($1,566,000 / 

365) = 194 days 

The increase of 11 days sales in inventory (205 days — 194 days) rep- 

resents a 6 percent increase. Since this increase is greater than expect- 
ed, the accountant should inquire of the client and document the reason 
for the unexpected increase. 


Inventory turnover 
Inventory turnover = Cost of goods sold / Average inventory 


Current year inventory turnover = $1,780,000 / ($1,100,000 + 
832,000 / 2) = 1.84 times 

Prior year inventory turnover = $ 1,566,000 / ($832,000 + 
694,000 / 2) = 2.05 times 


The inventory turnover decreased 10 percent; therefore, since this 
decrease is greater than expected, the accountant should inquire of the 
client and document the reason for the unexpected decrease. 

The above documentation would be adequate. Further, after perform- 
ing the trend analysis, the accountant concludes that sales, costs of goods 
sold, and interest expense are all “reasonable” given the expectations asso- 
ciated with these amounts. In addition, with respect to balance sheet 
accounts, the increase in loans payable is also reasonable (14 percent 
increase) when considered with the corresponding increase in interest 
expense and the expectation associated with the loan payable account; 
however, since selling expenses increased by 25 percent, the accountant 
should inquire of the client and document the reason for that unexpect- 
ed increase (actual increase does not correspond to expected increase). 


Example 2 — Expected decrease in revenue 

An accountant is engaged to review the financial statements of a client 
that either owns or manages a shopping mall. Due to a poor economy, the 
mall lost tenants during the year; as such, the accountant reasonably expects 
revenue to decrease. Using his or her knowledge of the client, the client’s 
business, and the industry in which the client operates, the accountant expects 
a5 percent to 10 percent decrease in revenue during the year. Further, the 
accountant expects that general and administrative expenses should increase 
due to an increase in leasing and sales expenses and that management fees 
should decrease due to a decrease in tenants in the building. 


Sample documentation 
Pearl River Mall 


Analytical Procedures 
For the year ended December 31, 20XX 


Expectations 
The following are factors that should affect the relationship between cur- 


rent and prior year amounts: 
° Loss of tenants due to poor economy should result in a decrease in 
revenue. Expected decrease is between 5 percent and 10 percent. 
¢ Because of the increased number of vacancies, general and admin- 
istrative expenses are expected to increase because of an increase 
in leasing and sales expenses. Expected increase is between 5 per- 
cent and 10 percent (corresponds with the decrease in revenue). 
¢ Because of the decrease in the number of tenants in the building, 
management fees are expected to decrease between 5 percent and 
10 percent (corresponds with decrease in revenue). 
Balance sheets and income statements are available for the current year 
and the two years prior to the current year. 


Trend analysis 





Current Year _ Prior Year Change % Change 
Tenant revenue $7,223,000 $8,603,000 $(1,380,000) (16.04)% 
Costs and expenses: 
Management fees 339,000 387,000 (48,000) (12.40)% 
General and 
administrative 583,000 511,000 72,000 14.09 % 





Similar balance sheet analytics should be performed as those per- 
formed in Example 1 above. 

The above documentation would be adequate; however, the results of 

the analytical procedures do not agree with the documented expectations 

(continued on page 112) 
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associated with those procedures. Therefore, the accountant should inquire 
and document why the decrease in tenant revenue, the decrease in man- 
agement fees, and the increase in general and administrative expenses 
exceeded expectations. 


Example 3 - No significant change in revenue or expenses expected 
An accountant is engaged to review the financial statements of a small, 
privately held client in the candy store business. The accountant has per- 
formed a review of the financial statements of the candy store for each 
of the past five years with no significant change in revenue or expenses 
in any of those years. The accountant expects that trend to continue. 


Sample documentation 
Mom and Pop Candy Store 


Analytical Procedures 
For the year ended December 31, 20XX 


Expectations 
¢ Based on discussions with the owner and manager, no significant 


changes from prior year amounts are expected. 
e All increases and decreases greater than 5 percent will be subject- 
ed to additional inquiries. 


Trend analysis 
Current Year — Prior Year Change% Change 


Sales $44,000 $ 39,000 $5,000 12.82% 
Cost of goods sold 32,500 31,000 1,500 4.84% 
Gross margin 11,500 8,000 
Gross margin as a 

% of sales 26.14% 20.51% 
Operating expenses 5,200 4,500 700 15.56% 
Net income 6,300 3,500 


Similar balance sheet analytics should be performed as those per- 
formed in Example 1 above. 

The above documentation would be adequate; however, the results of 
the analytical procedures do not agree with the documented expectations 
associated with those procedures. Therefore, the accountant may deem 
it appropriate to inquire and document why sales increased by an amount 
greater than expected. In addition, the accountant should inquire as to 
why there was not a comparable increase in cost of goods sold. Also, the 
accountant should discuss with the owner and manager why there is a 
greater than expected increase in operating expenses and document the 
results of the discussion. 


’ Example 4 — Expected Changes in Construction Contracts 

An accountant is engaged to review the financial statements of a gen- 
eral construction contractor primarily engaged in the construction of 
commercial office buildings. The accountant has performed the review 
of this company’s financial statements for several years and expects that 
the current project in process should yield a 5 percent gross profit mar- 
gin consistent with similar projects in the past and in accordance with 
the initial project estimate. 


Sample documentation 


ABC Construction Contractors 
Analytical Procedures 
For the Year Ended December 31, 20XX 


Expectations 
¢ Based upon discussions with the project manager, it is believed 


that the gross margin will be consistent with the 5 percent mar- 
gin achieved in the past and in accordance with the initial project 
estimate. 


e Any deviation in the margin greater than 1 percent will be subject- 
ed to additional inquiries. 


Trend analysis 


Building Contract Current Year Prior Year $ Change % Change 


Contract value $5.0 million $5.0 million 

Estimated costs 

at completion 4.9 million 4.75 million $150,000 3.15% 
Planned profit 100,000 250,000 150,000 60.00% 
Costs incurred 2.5 Million $1.0 million 

Profit recognized 

contract to date 50,000 50,000 


The above documentation indicates that the profit margin on the con- 
tract has slipped from 5 percent to 2 percent. Additionally, in accordance 
with the cost-to-cost method of percentage of completion accounting, it 
now appears that all of the contract profit was recognized in year one. 
This may indicate a potential error in the original estimate or a proj- 
ect that is quickly running over budget. The result may be a reversal 
of profits recognized in earlier periods under the percentage of comple- 
tion method of contract revenue recognition or a potential loss contract. 
Further inquiry of management should be considered to discuss poten- 
tial project issues that will negatively affect profit recognition in the 
financial statements. 


This Statement titled Omnibus Statement on Standards for Accounting and 
Review Services - 2008 was adopted unanimously by the assenting votes of the seven 
members of the Accounting and Review Services Committee. 


Accounting and Review Services Committee 
(2007-2008) 


Thomas A. Ratcliffe, Chair 
Cassandra Camp 
Richard DelGaudio 


Joseph A. Maffia 
Douglas S. Mathison 
Carolyn H. McNerney 


Martin C. Levin 


AICPA Staff 
Charles E. Landes 
Vice President 
Professional Standards 


Michael P. Glynn 
Technical Manager 
Audit and Attest Standards 


Note: Statements on Standards for Accounting and Review Services (SSARSs) are 
issued by the AICPA Accounting and Review Services Committee (ARSC), the sen- 
ior technical body of the institute designated to issue pronouncements in connection 
with the unaudited financial statements or other unaudited financial information of 
a nonpublic entity. Rule 202, Compliance With Standards, of the Institute’s Code 
of Professional Conduct requires an AICPA member who performs either a compi- 
lation or a review (the accountant) to comply with standards promulgated by the ARSC. 
The accountant should have sufficient knowledge of the SSARSs to identify those that 
are applicable to his or her compilation or review and should be prepared to justify 
departures from the SSARSs. 
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Bookkeeper - Keep records of all accounting trans- 
actions including tax documentations. Post transac- 
tions in journals. Summarize details in ledger and 
transfer detail to general ledger using MOYB, 
infopillar, Peachtree and Paragon. Reconcile and 
balance accounts. Prepare reports on cash receipts 
and expenditures and P&L. Calculate wages for 
employees and prepare checks. Requires: Associ- 
ates Degree and 2 years experience in job offered or 
related field. Job/Interview site: Diamond Bar, 
California. Send Resume to Ratan Hospitality, LLC, 
Best Western Diamond Bar Hotel, 1205 W. Sierra 
Madre Ave., Glendora, CA 91741. 


Staff Accountant (New York, NY) - Analyze finan- 
cial information and prepare financial reports to 
determine or maintain record of assets, liabilities, 
profit and loss, tax liability, or other financial 
activities. BA/MS or Foreign Equivalent in related 
field, plus related experience. Resume: Prajapati 
Associates, LLP, 545 Fifth Ave., Suite 400, New 
York, NY 10017. 


Accounting Manager (New York, NY) - Analyze 
financial information and prepare financial reports to 
determine or maintain record of assets, liabilities, 
profit and loss, tax liability, or other financial 
activities. Analyze business operations, trends, 
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project future revenues and expenses or to provide 
advice. BA/MS or foreign equivalent in related field, 
plus related experience. Resume: Prajapati 
Associates, LLP, 545 Fifth Ave., New York, NY 
10017. 


Accountant - Prepare, examine, analyze accounting 
records, financial statements, compute taxes, pre- 
pare tax-returns, analyze business operations, 
trends, costs, revenues; Review audits, prepare au- 
ditors statements; report to management regarding 
finances; establish table of accounts and assign en- 
tries to proper accounts; Develop, maintain, analyze 
budgets, prepare profit & loss statements; Develop 
record-keeping and accounting systems; prepare 
forms and manuals for accounting and book-keeping 
personnel; Survey operations for accounting needs; 
Advise management on accounting issues. Bache- 
lors Degree with 2 years experience. Mail Resume: 
Niteen Hotels (NY) Corp., 215 West 34th St., New 
York, NY 10001. 


Staff Accountant wanted in Chicago, Illinois to 
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business operations, trends, costs and revenues. 
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to: Flora Sampang, LS Billing & Office Services, Inc. 
4320 W. Montrose Ave., Chicago, IL 60641. 


CFO (Miami, FL) - Responsible for hedge fund 
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valuation. CPA with Bachelors in Accounting, 
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rience and knowledge required. Contact: Stephen at 
susano @ optionsmgt.com or 1111 Brickell Ave., 11th 
Floor, Miami, FL 33131. 
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ing for your free copy. 
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FAS13 capital and operating lease accounting 


for lessees. Demo at www.ez13.com/ez13.htm. 
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NCI’s Six Million Dollar Man 
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e Add financial planning - half of Troy’s 
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THE LAS: WORD 


| don many hats as a faculty member. 
At various points in my life, I've want- 
ed to be a priest, coach, disc jockey, 
accountant, professor, taxi driver, bar- 
tender, musician, actor, paperback 
writer, talk show host and stand-up 
comic. My classes resemble (VH-1’s) 
Pop-Up Video. | try being eclectic and 
colorful. Mixed into my lectures are 
music and movies and sports trivia and 
candy. Interspersing those things into 
the classes, I think, makes them more 
exciting. 


| encourage students to climb the 
ladder of success and take their 
family and friends along, to not be 
afraid of failing, to express their grati- 
tude to others often, to give something 
back, and to tell those closest to them 
that they love them. I preach that their 
reputation is their most valuable asset 
and wealth is measured not just by 
dollars and cents but by the people they have around them. 
I quote Harry Chapin to convey the importance of living 
each day to the fullest: “It’s got to be the going not the get- 
ting there that’s good.” 


| grew up in Harrisburg, Pa., in a first-generation college 
family. My father, an insurance man, once remarked that 
teachers have pretty nice lives. He passed away when I was 
in sixth grade. How my mom raised three kids still amazes 
me. We talk daily. 


| relate to lines from songs. While working for Haskins & 
Sells, I kept hearing Billy Joel’s song “James” from Turnstiles: 
“Do what’ good for you or you're not good for anybody.” I 
liked auditing but felt I lacked passion. I was soul searching. 


Mary Anne and | became man and wife in 1978. | casually 
mentioned grad school on our wedding night—timing is 
everything. During the second year of the MBA program at 
Duke, I interviewed with Deloitte Haskins Sells and was with- 
in a day of accepting a job, this time in tax. But the dean came 
to me and said another faculty member was taking a year's 
leave of absence and would | like to stay on and teach for a 
year. One year has turned into three decades. 





C.J. Skender, CPA 
Adjunct professor, 
University of North Carolina at Chapel Hill 
and Duke University 


| always tell students, “Find a job 
that you would do even if they didn’t 
pay you.” For me, that was teaching. 
I’ve taught 20,000 students and more 
than 400 classes. Thirty former stu- 
dents have won CPA medals. 


I’ve been labeled hyperthymestic. 
| wish! Try compulsive and obsessive, 
sleep deprived, exceedingly organized. 
I always wear a suit—that’s the Big 
Fight influence—with braces and 
French cuffs. I wear certain ties on cer- 
tain days. I arrange my dollar bills in 
serial number order, my socks and 
underwear are alphabetized. 1 chart 
everything imaginable. 


My biggest professional challenge 
continues to be balancing the score- 
card. Jim Croce sang: “There never 
seems to be enough time to do the 
things you want to do once you find 
them.” You can't be perfect, but you try. And I tell students to 
balance their lives. If you are taking five classes, give each one 
an hour. I do the same with music. Each day I try to listen to 
two new songs or one new artist and learn something that 
might appeal to me or that might excite my students. 


| believe CPA firms are landing many, if not most, of the 
best college business students. A couple superstars will 
always opt for investment banking or consulting. Better stu- 
dents look to accounting as a challenge because it is a difficult 
subject to master. If a student wants an accounting career, 
there is no better place to start than in public accounting. It’s 
stable. You get experience, exposure and flexibility not found 
in most other entry-level positions. 


Teaching awards are merely a byproduct of enjoying what 
you do. I’ve been lucky enough to receive two dozen recogni- 
tions from three outstanding schools—a veritable embarrass- 
ment of riches. I've taught in Europe and Africa—exhilarating. 
The accomplishments I’m most proud of—a successful marriage 
and three happy children who tend to my inner landscape. The 
Beatles summed it up best: “In my life I’ve loved them all.” 


—As told to Kim Nilsen 
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Do More. Do Better. 


AccountantsWorld recipes make it easier. 


Is it important for you to resolve any 
of the following issues this year? 


> Get more free time 
> Increase take-home income 
> Enhance client relationships 
> Find qualified staff 


> Manage your practice more 
effectively 





> Service remote clients a a: Made“ | 
> Keep up with technology Simple, effective recipes for a better practice. 








If so, then AccountantsWorld can help. 
Why AccountantsWorld? 


Not just because AccountantsWorld 
has a unparalleled blend of break- 
through products, services, resources, 
and training. But also because of its 
knack for finding uncommon, simple 
ways to let you do more and make 
your practice better. 





oom Want to learn more? 





Visit www.AccountantsWorld.com—the favorite destination for accountants, 


or call 888-999-1366. 


AccountantsWorld’ e 


Do More. Do Better.™ oe 


If you've got the will, we've got the way. ) 


Products & Services: Accounting Relief®, Payroll Relief®, Website builder, Practice 
Relief, CyberCabinet, Marketing Relief, Directory Listing, After-the-Fact Payroll, 
Sales Tax, Fixed Assets Relief, and PFP Relief. i 


Resources: The 110,000-member strong AccountantsWorld.com online community 
and portal, Taxsites.com, and ABACUS magazine. 


Training & Support: Interactive webinars, case studies, and a dedicated team of 
consultants—all to show you simple, practical ways to enhance your practice. 





Deliver the “ Wow. 4 


and get paid for all youre elaa ee 





World Class Tax and Report Covers 
The Lockhart Platinum Presentation Collection” 


What if you could...? 


Calculate Your Lockhart Advantage in just three easy 


* Increase client billings by one percent or more? — steps. Determine the potential impact of The 
¢ Retain a client one additional year or more? Lockhart Platinum Presentation Collection™ for your 
¢ Increase new client acquisitions by one percent firm. Go to www.LockhartAdvantage.com/calculate. 
> 
or more: 


ee 


THE LOCKHART GUARANTEE  ” (ea 


and get paid for all you're worth. 4 
You risk nothing! 100% unconditional guarantee. 


[° CKHART. 


Branding Your Image 





... of Excellence : ape 6 - Lea 
www.LockhartAdvantage.com a —f 
(800) 966-2709 Fax (214) 348-3782 Visit www.LockhartAdvantage.com/calculate 


Request your Toe lanl Ce ie do Le Coley ay 
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